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A Banker's Diary 


THE connection between a reduction in Bank rate and a currency’s external 
strength is hardly as direct in this modern world as in former times; and it is 
merely perplexing, instead of merely natural, that on that 

Sterling surprising third Thursday of last month, /rance—which can 

and hardly claim to be at the acme of its economic strength— 
Bank Rate matched Britain by reducing its Bank rate from 4 to 3) per 
cent., too. The principal reasons for and consequences of the 
Bank of England’s action are discussed in the leading article of this issue. 
Of the external front, all that need be said is that the decision demonstrates 
official confidence that no sterling crisis can spring in the near future from 
domestic disequilibrium; if there is any early crisis it will be due to recession 
in America, and nobody can know whether American recession would present 
itself in a guise necessitating a tightening of monetary policy (to defend the 
sterling rate) or providing grounds for a loosening of monetary policy (to keep 
up employment in Britain). The timing of last month's reduction may have 
owed something to the fact that the sterling rate had absorbed the first impact 
of the usual seasonal demand for dollar grain without more than a momentary 
drop below the parity of $2.50. At the time the Bank of England's announce- 
ment was made, the spot sterling rate stood, in fact, at $2.80 . It remained 
there until the close of business on that day, and by September 23 1t had 
strengthened to $2.80 4%. 

All the other usual external indications of Britain's economic health are 
still hovering between fair and fine. The gold and dollar reserves. of the 
sterling area, it is true, increased by only $13 millions in August—by far the 
smallest rise of the year. But with $39 millions payable on the Canadian war- 
time loan, receipts of American aid at only $19 millions, and seasonal factors 
distinctly adverse (commodity sales from the overseas sterling area are few 
in the high summer and British expenditures on foreign travel and imported 
fruit and vegetables high), it can be considered satisfactory that the reserves 
rose at all. In the event, as the table on page 255 of this issue shows, the dollar 
accounts with North America and other non-European countries were exactly 
in balance and there was a payment of $6 millions to the European Payments 
Union in respect of the July deficit. Although there was a further payment 
last month of $15 millions to E.P.U. to cover the August deficit of £10.6 
millions, it is still reasonable to suppose that the deterioration in the sterling 
areas balance with Europe is nothing more than a seasonal aberration. 

The August trade returns, too, showed no signs of a reversal of this year’s 
favourable experience. The visible trade deficit (with imports valued c.i.f.) 
was down to $42.3 millions in August, the second smallest deficit of the vear. 
Exports were £36 millions below their July level, but imports fell by nearly 
{44 millions; both these falls, of course, can be accounted for by holiday 
influences. The new relaxations in Australian import restrictions (detailed in 
International Banking Review on page 242) should lead to another upsurge 
In exports—admittedly soft currency exports—soon. Always excepting the 
dreaded event of a downturn in American business activity, there is no reason 

















196 “THE. BANKER 


to believe that the balance of payments for this year will not improve on its 
surplus of £170 millions achieved in 1952. And behind last month's change 
there undoubtedly rests the attitude of mind that regards a Bank rate of 4 per 
cent. as a high level for any period in which Britain happens to be living 
within its means. 


ALTHOUGH the reduction in Bank rate should certainly not be read as showing 
the green light for credit expansion, the authorities could take their decision 
in the knowledge that the upward curve of credit expansion, 

More’ which became marked again last spring, seems recently to have 
Stable flattened out. The latest available returns of the London clearing 
Deposits banks show that net deposits rose by only £274 millions in the 
five weeks to August 19. Direct comparison with the equivalent 

period of 1952 (when net deposits rose by £235 millions) is distorted by the 
vagaries of the Electricity and Gas issues; but it should be noted that in the 
first seven weeks following June 30, net deposits rose by only £18 millions 


August 19, Change on 

1953 Month Year 

fm. ém. fm. 
Deposits as 7 me oi 6240.1 - 6.8 + 191.6 
‘Net ”’ deposits* ms Be 6041.2 | + 27.5 78.7 

ie) ' 7 

Liquid Assets.. ich = 7 2297.5 (36.8) + &2.4 + 32.6 
Cash vs - ae a 510.7 (8.2) + O.2 4 ‘2 
Call money - oa a 450.1 (7.3) - 4.1 —- 60.1 
Treasury Bills .. - a 1275.5 (20.4) t- QO1.6 + 100.7 
Other Bills . 7 ae 55-2 (0.9) - 5.3 ~ 9.2 
Investments plus Advances .. + 3510.1 (67.2) — 54.0 t+ I43.4 
Investments... 3 Bi 2139.7 (34.3) —- 0.5 + 221.5 
Advances - i “s 1070.4 (26.9) —~ 53-5 —- 78.1 


* After deducting items in course of collection. * Ratio of assets to published deposits. 


this year, compared with fully £50 millions last year. The improvement 
between these two periods cannot be accounted for by any very different rate of 


repayment of public utility borrowing; the final call on the B.E.A. loan and | 
the payment on application of the Gas Council issue this year was only {5 | 


millions less than the final call on the B.E.A. loan in July, 1952. The basic 
explanation is that the Government has been borrowing less voraciously m 
this customary season of deficit finance. Government demands on the banking 


system rose by about {70 millions less over the first seven weeks of the current | 


half-year than in the corresponding weeks of 1952. 


It is true that this improvement was to some extent offset by a slower fall | 
in credit extended to the private sector of the economy. In the first seven F 
weeks of the half-year clearing bank advances fell by £86.5 millions (compared | 


with {105.7 millions in 1952) and holdings of commercial bills by £5.2 millions 
(compared with {19.1 millions). But this comparison with last year’s period 
of maximum decline in advances, costs of stock financing and production i 
really rather unfair. The latest classification of advances by all members 
of the British Bankers’ Association (reproduced on page 257) shows that total 
advances to private business (i.e. excluding advances to public utilities and 


personal and professional borrowers) fell by £403 millions in the three months } 


to August; even though this compares with a fall of over £81 millions in the 
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equivalent period last year, it can hardly be classed as proof of uneconomic 
credit inflation—especially since industrial production has been running a 
full 7 per cent. higher this summer than last. With the British economy in 
balance, the course of deposits and of advances has lately tended to run in 
just about the right degree of balance, too. That does not mean, however, 
that the economy can afford any sudden upsurge in lending following the 
reduction in rates touched off by the events of September 17. 





IN 1952, it is now estimated, the gross national product of the United Kingdom 
amounted to £13,653 millions. This was {77 millions higher than in 1951 and 
very nearly £5,000 millions higher than in 1946; within those 

The periods wages and salaries (including the pay of the armed forces) 
National rose by {£631 millions and £3,314 millions respectively. The 
Income shares of other types of income (before tax) since 1946 are shown 
in Table I, which is drawn direct from the latest blue book on 

“ National Income and Expenditure, 1946-1952 ’’. These figures for increases 
in money values need, however, to be read in conjunction with the changes in 
prices that occurred throughout this period. Thus, the increase of 35 per 


TABLE I 
NATIONAL INCOME 
(4 millions) 





1946 1945 1951 1952 

Wages and Salaries a 5,628 6,632 8,311 8,942 
Income of Self-Employed... . - 1,179 1,340 1,501 1,473 
Profits of Companies and Public Enterprises 1,002 2,148 2,919 2,656 
Rent... ae es — < 365 381 450 489 
Net Income from Abroad — és “4 ‘ 38 Ig2 249 128 
Less: Stock Appreciation plus residual error y .. — 150 — 377 — 760 — 35 
Gross National Product 8,662 10,216 12,676 13,653 

TABLE II 
REAL DOMESTIC EXPENDITURE 
(f millions at 1948 factor cost) 

1946 1945 I95I 1952 

Consumption eas = - 6,712 7,050 7,336 7,254 
Public Authorities’ Current Expenditure 2,055 1,732 1,995 2,258 
Fixed Investment Yy83 1,336 1,481 1,491 
Change in Stocks 123 + 150 444 —- 8g 
Exports /ess Imports .. 5901 244 99 + 203 
Gross Domestic Product 4,636 10,024 11,157 11,117 

Index gO.1 100 se? 9 II0.9g 


cent. in wages and salaries between 1948 and 1952 can be compared with the 
tise of 22 per cent. in average prices of consumer goods, to show that real 
wages have risen sharply in the last four years; and the rise of 19 per cent. in 
gross profits can be compared with the rise of about 32 per cent. in the price 
of capital equipment and of about 35 per cent. in the cost of stock replacement, 
to show that real profits are sharply down. 

Table II shows changes in real domestic expenditure in terms of 1948 
factor costs. A very heartening feature here is that £794 millions of the 
increase of £1,481 millions in gross domestic product between 1946 and 1952 
has been devoted to improvement of the balance of payments, and that as 
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much as £302 millions was so devoted in 1952 when real domestic product 
actually declined by £40 millions; the actual swings in the balance of payments 
in these years, of course, were affected not merely by these releases from 
domestic pre-emption of resources, but also by changes in property income 
from abroad and (much more important) by changes in the terms of trade. 
Among other factors that pre-empt resources, real personal consumption rose 
by £719 millions between 1946 and 1950 (while gross domestic product was 
rising by #1,108 millions), but it then declined by £177 millions in the next 
two years. Public authorities’ expenditure on current goods and services fell 
by £923 millions between 1946 and 1948 as war-time commitments ran down, 
but it increased by £526 millions between 1948 and 1952 (out of an increase of 
£993 millions in gross domestic product), due wholly to rising defence and 
social service expenditure. Fixed investment increased by {£515 millions 
between 1946 and 1950, but it has remained remarkably stable since then: 
stock-piling expenditure, of course, has varied wildly from year to year. 


THE fact that real personal consumption has fallen by about 24 per cent. in 
the last two vears, even though real wages have continued upwards, suggests 
that personal savings have at last started to rise. The blue 


Finance book does in fact estimate that what it calls “ personal 
ot balance (saving and provisions for depreciation and _ stock 


Investment appreciation) rose from only 480 millions in 1rg48 to £220 

millions in 1951 and £502 millions in 1952; these very tenta- 

tive figures (they are equal to under 1 per cent. of personal disposable income 

in 1948 but over 4) per cent. of it in 1952) indicate that in Britain, as in 
TABLE III 


FINANCE OF INVESTMENT, 1952 
(f millions) 





Tax + 
Persons Companies Nationalized Local Central Dividend 
Industries Authorities Govt. Reserves* 
Savings .. es a 502 1,045 125 70 337 16, 
Capital Transfers (net).. — 95 + = 24 + 5 + 12 + 72 —. 
Borrowing from Tax and 
Dividend Reserves .. ~ 5D — 157 — 17 — —-— — 169 
Provision for Stock 
Appret lation .. a — 55 - 23 = I acne tr 32 — 
Investible Funds Available = 209 [2233 146 SS 441 — 
Fixed Investment - 245 631 410 521 197 — 
Stockpiling oa a 45 — 187 + 34 — + 75 — 
Total Real Domestic 
Investment .. eo 250 444 4.44 5 72 — 
Available for Lending ... + 49 - 789 — 298 —- 433 \ 169 _ 
(Available for Lending in 
IQ951).. ie .. (— 340) (+ 175) (— 272) (— 359) (+ 404) (—) 


* Including residual error of £15 millions. 


America, there has been a definite recovery in personal saving since individuals 
have re-stocked their wardrobes and household cupboards following the depre- 
dations of war. Nevertheless, as Table III shows, individuals were still almost 
certainly net sellers of stock exchange securities last year. After allowing for 
capital transfers (chiefly payments of death duties), provisions for stock 
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appreciation and so on, persons had {299 millions of investible funds available 
last year; real investment in the personal sector (apparently chiefly investment 
on the farms, purchases of new houses, and purchases of cars by professional 
people for business purposes) amounted to {250 millions. This left a surplus 
of loanable funds of £49 millions in the personal sector—the first such surplus 
since the war (in 1951 there had been a shortfall of £346 millions, as the last 
line in Table III shows). Out of this surplus of £49 millions, personal savings 
through life assurance and building societies each absorbed over {100 millions 
—so that other forms of past saving must have been liquidated. 

In the other sectors detailed in Table III companies had a surplus of £789 
millions of investible funds in 1952 against a surplus of £178 millions in 1951; 
part of this enlarged surplus—which was mainly due to the fact that provisions 
for stock appreciation (out of taxed income) were much lower last year—was 
used for companies’ fixed investment abroad, but companies were also able 
notably to strengthen their liquid resources, for the first time since the war. 
The central government’s surplus available for lending declined from {404 
millions to £169 millions last year, and the usual shortfalls in the capital 
accounts of nationalized industries and local authorities (at £298 millions and 
£433 millions respectively) were larger than ever. A striking feature here 
was that real domestic investment in the nationalized one-tenth of industry 
was exactly the same (at £444 millions) as in the nine-tenths of industry in 
companies hands; it must now be crystal clear to everybody except the 
British Electricity Authority that the nationalized industries—thanks to their 
privileged position as borrowers both on the capital market and from the banks 
—are getting far too large a ration of the nation’s scarce supply of investible 
funds. The total surpluses and deficits shown in the last two lines of Table II] 
are, of course, necessarily equal to Britain’s total balance on external account 
in 1952 and 1951 (including American defence aid but excluding certain small 
oddities that the balance of payments statisticians call current income but the 
national income statisticians call capital transfers from abroad). 


THE City controversy about the wisdom of offering extended payment terms 
to overseas buyers of British capital goods—and about the need, if any, for 
special financial facilities for this purpose—will doubtless con- 

Financing tinue for the duration of the buyers’ market. But in the par- 

Aircraft ticular case of aircraft, the industrialists have already succeeded 

Exports in driving their argument home. It was announced last 

month that a new private company, Air Finance Ltd., is being 
formed under the sponsorship of Lazard Brothers, Erlangers, Morgan Grenfell 
and the Finance Corporation for Industry, who, with a number of leading 
aircraft manufacturers, are subscribing the capital of £1 million. The F.C.I. 
has also agreed to extend loan facilities up to {10 millions, and the Export 
Credit Guarantee Department has promised full co-operation. The company 
will be jointly managed by Lazards and Erlangers, under an initial board 
comprising Mr. Gerard d’Erlanger (chairman), Viscount Harcourt and Mr. G. 
Godfrey Phillips. 

The monetary authorities, plainly, have given this project their blessing. 
Presumably they have taken the view that Britain’s strong technical lead in 
the sphere of jet and turbo-prop aircraft puts the industry in a special category 
—where the opportunity for capitalizing this lead gives a good chance that 
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the balance of payments may in the fairly short run gain more from the induced 
expansion of aircraft exports than it suffers from the credit-giving. If this 
seems a reasonable gamble in principle, there can be no doubt that it is wise 
to entrust the task of credit-giving and sifting of borrowers to the well-tried 
machinery of the City, instead of leaving the critical decisions (irrespective of 
the source of the funds) to the exporters themselves. The new company, it 
is understood, will lend to the buyers and not to the aircraft manufacturers 
(who will look to the normal channels for their own working capital), and 
will operate on strictly commercial principles in assessing risks and deciding 
terms. It is understood that, in general, it will expect the buyer to put up 
60 per cent. of the purchase price on or before taking delivery; normally, the 
balance of 40 per cent. would then be spread over three years—with the seller 
remaining at risk for this period, but only to the extent of his profit on the 
sale. These terms should be sufficiently conservative to ensure that the facilities 
do not become unduly extended. They are considerably tighter than some of 
Britain's competitors are offering—but they are not offering jet aircraft. 





At the time that this issue of THE BANKER went to press the stock markets 
were still daily expecting the first of the big steel de-nationalization issues. 
Even with a 34 per cent. Bank rate to help them along, these issues 
Steel are going to present a major marketing problem; and even when 
and __ the bulk of the initial ‘‘ devestment ”’ has taken place it is estimated 
F.C.I. that the industry's new five year development programme will 
require around £20 millions of outside finance. It seems possible, 
therefore, that the Finance Corporation for Industry, which has recently 
published its accounts for the year to March 31 last, may soon find itself being 
enticed to resume its former role as a very active leader to the steel companies. 
The F.C.I. has already lent £393 millions to the steel industry in earlier post- 
war years; its steel holdings remained virtually stable in the last financial year, 
although its investments outside steel rose from {13.1 millions to {21.4 millions. 
The legal position is still that the F.C.I. has the right to withdraw its steel 
loans when it wishes, and the Iron and Steel Realization Agency has recently 
taken over the former Iron and Steel Corporation’s obligation to repay them 
if asked. The only indications that F.C.1. has given so far about future policy 
is to suggest that it will not withdraw its steel loans suddenly, and that it will 
regard new requests for steel advances as carrying an equal order of priority 
with other essential claimants on the Corporation’s funds. 

This is almost certainly the right attitude. F.C.I. should scrutinize all 
requests in the light of their economic desirability; fortunately, in the freer 
economy of to-day, this is coming nearer and nearer to saying that it should 
scrutinize them in the light of their prospective profitability. The Corpora- 
tion could do with some profitable outlets at this time. Its “‘ balance of income” 
dropped from {£489,540 to £200,963 last year. Part of this deterioration 
reflected a chance pile-up of its interest payments in the last financial year; 
but part was due to the increased cost of bank borrowing (from which it draws 
the vast majority of its loanable funds) following the increase in Bank rate 
to 4 per cent. in March, 1952. Some of the Corporation’s earlier “‘ escalator 
clauses ’’ did not provide for an increase of this magnitude; it has now at last 
made quite sure that it is covered against losses due to a rise in Bank rate—just 
in time to see the Bank rate go down. 
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Restoring Flexible Money 


last month's unexpected reduction from 4 to 3} per cent. is the hardest 

to interpret and appraise. The stock markets, cheered along by most 
of the popular Press, hailed it enthusiastically as a grand gesture of confidence. 
Some economists have regarded it as just the opposite—as a first reflationary 
precaution against a coming American recession (or, according to the curious 
contention of one commentator, as a reflationary move that can be risked 
because there 1s not going to be such a recession). And the monetary authori- 
ties themselves have represented it to be none of these things, but simply a 
further logical step in the effort to restore the efficiency of the monetary 
apparatus—a mainly technical act to promote flexibility in interest rates and 
restore the traditional delicacy of central bank control. This technical objective 
is wholly praiseworthy, and is, indeed, strictly in line with the plea made in 
these columns two months ago.* But the business world, if aware of the 
technical qualifications, has paid little heed to them. Almost everyone outside 
the narrow circle of expert observers is convinced that there has been a major 
shift in policy. This being so, last month’s move has to be judged rather by 
its actual and likely effects than by what the authorities intended, however 
praiseworthy their technical aims. 


(): the three changes in Bank rate since it came into use again in 1951, 


A MISTAKEN IMPRESSION 


The key both to the technical objectives and to many of the effects can be 
found in the manner in which the change was announced. Instead of being 
proclaimed by the Chancellor of the Exchequer in Parliament as the two 
increases had been (and inevitably, though perhaps not quite fairly, regarded 
as “his acts), it was sprung upon the world after the regular Thursday 
meeting of the Bank Court and was revealed in the traditional way by 
“ posting ”’ at the Bank. Except for the leap in Bank rate to 4 per cent. on 
the eve of the war and its return to 2 per cent. in the ensuing few weeks (when 
ears were tuned to other signals than those of the Bank) the City had had no 
experience of this procedure for more than twenty years. This switch from 
Westminster to the Bank and its tradition symbolizes the essential change 
that is in view, a further swing from the system of long frozen rates and 
arbitrary changes to the traditional system of monetary control exercised 
through a flexible market—with Bank rate as a major but normal weapon of 
technique, rather than as a lever to be pulled only on great occasions and 
then with full Parliamentary and even political ceremony. Unfortunately, 
the unfamiliarity of the orthodox procedure simply heightened the effect; it 
added blank astonishment to the gleeful surprise that would have greeted any 
reduction, however announced. For the stock markets and the general public 
were almost bound to put first the consideration that the two increases in 
Bank rate were signals of grave crisis, even of threatened catastrophe; and 





that therefore any reduction was a signal that the danger had passed. 








* “How Flexible is Monetary Policy ?’’, in THE BANKER for August, 1953. 
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This, however, was very far from the impression the authorities had intended 
to convey. Despite their desire to re-establish the traditional procedure, they 
obviously felt that special precaution was necessary; and the Bank took the 
unprecedented step of supplementing the “ posting ’”’ of the change by an 
official explanation. It simultaneously issued the following statement to the 
Press: 


The Bank Rate, the minimum rate at which the Bank discount approved bills of 
exchange (hitherto 4 per cent.) and the Special Rate at which the Bank lend 
against Treasury Bills (hitherto 33 per cent.) have been unified at 34 per cent. The 
spread between these two rates was introduced in November, 1951, and maintained 
in March, 1952, to ease the transition to a more positive monetary policy. Their 
unification will allow more freedom in the day-to-day operation of the market 
and wrll facilitate the flexible use of Bank Rate in either direction as circumstances 
may require. 


To expert observers, this statement immediately revealed that the change 
was something less than a straightforward reduction in Bank rate. Indeed, 
it showed that in the relationships between the Bank and the money market— 
through which the whole traditional influence of Bank rate upon other rates 
was developed—there had been no reduction at all. 

Before the war, whenever money shortage compelled the discount houses 
to seek seven-day loans from the Bank against approved collateral, as distinct 
from offering bills for re-discount, they were charged 4 per cent. above Bank 
rate (which was and is the minimum rate at which the Bank will discount 
approved bills). But since 1951, when the Bank for the first time discriminated 
in favour of Treasury bills, and stood ready to make seven-day loans against 
them alone at } per cent. below Bank rate, that Special rate had been the 
only one at which the market had ever sought aid on the “‘ penal ”’ terms, and 
was the measure of the sanction that monetary stringency could wield over it. 
Borrowings at the Bank against other collateral did not arise, so that the terms 
for them were never tested; but the knowledge that any rediscounting of 
commercial bills at the Bank would have cost at least Bank rate (and loans 

gainst them certainly not less than that) opened up or perpetuated an 
unnatural gap between the cost of Treasury bill finance and commercial and 
other forms of finance throughout the banking structure. 


CORRECTING ANOMALIES 

This anomaly, and the friction it was increasingly generating, had become 
most apparent in the spread between rates for Treasury bills and commercial 
bills: the former had pivoted around 2? per cent. whilst the rate for three 
months fine bank bills had been held pegged at 3 per cent.—a margin twenty 
times as large as obtained before the war. Somewhat comparable anomalies 
could be discerned in the comparison with rates for bank advances; because 
of the relatively low return from Treasury bills, some overseas banks in London 
were finding it profitable not only to bid below 3 per cent. for commercial 
bills but also to undercut the clearing banks for certain types of loan business. 
Such distortions were preventing the return of the London market to a natural 
flexibility and a sensitive system of central banking control; and, in any case, 
the rate structure was being undermined. 
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The Bank has acted to correct these anomalies by abandoning its own 
discriminatory rate—by reducing the minimum rate of discount while leaving 
the Special rate for loans against Treasury bills unchanged, thus “ unifying ”’ 
the two rates at 35 per cent. Indeed, the Special rate for Treasury bill finance 
now disappears, having served its (political?) purpose of smoothing the 
transition to a “‘ more positive monetary policy ’ by cushioning the impact 
of hardening money upon the Treasury. In future, all approved collateral 
will now rank for seven-day loans on the same terms, and the only difference 
between the new practice and the traditional one is that this uniform loan rate 
to the market will be the same as the official rate for discounts, i.e. Bank rate. 

In principle, of course, this “‘ untfication’”’ to correct anomalies could 
equally have been achieved (and might, indeed, have been more tidily achieved) 
by raising the seven-day loan rate; but that method was evidently ruled out 
by the political objective—unless and until a new emergency demanded a still 
further advance in rates. This being so, the reform could not be made without 
imparting a downward twist to interest rates, and therefore would not have 
been made if the authorities had not been feeling much less disturbed about 
Britain’s immediate economic prospect than they were in 1952. Even to the 
experts, the move was bound to appear as a gesture of confidence for the short 
run. That is a very different thing from the deliberate “ all clear ’’ that would 
have been signalled by a straightforward and general reduction in the Bank’s 
rates. But, in the circumstances, the relative weight that the authorities were 
assigning to the confidence factor and to their technical objectives can only be 
guessed—and individual guesses will vary widely. 





ATTEMPT TO RESTRAIN MARKET OPTIMISM 


Ordinary observers could not in any case have been expected to recognize 
these technical, even metaphysical, distinctions. But if the Bank’s official 
statement had been fully publicized as an integral part of the Bank rate 
announcement, at least the more discerning among them would have been 
warned against too facile a conclusion, would have been put on notice that the 
Bank rate reduction was subject to some very important and complicated 
qualifications. This was indeed the Bank's intention; but it was scarcely 
achieved. During Thursday’s dealings many people in the stock exchange 
did not realise that a formal statement had been made; even within the banking 
circle most intimately concerned there were some who_remained in ignorance 
for some time; and in the Press reports the statement never achieved any 
separate existence. In most of them it was hidden beneath colourful reports 
of stock market enthusiasm, or merged inextricably into editorial explanations 
based upon hints and interpretations given informally from official quarters. 

Some reports did, indeed, faithfully emphasize that there had been no 
change in the tighter monetary policy pursued since March, 1952; that full 
importance was still attached to the “‘ request ’’ to the commercial banks to 
exercise restraint and due discrimination in their advances policy; and, 
accordingly, that the Bank’s decision did not in any way imply that the 
fundamental strains upon Britain’s economy were no longer a matter for 
concern. One or two commentators also perceived that the technical objective 
had a much more than technical significance: the effort to create more normal 
conditions in the money market and to ensure that Bank rate does not get out 
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of touch with market rates is designed to permit a “‘ flexible use of Bank rate ’ 
as such—“ in either direction ’’. In other words, the authorities evidently felt 
that they are running less risk in permitting a small reduction in interest rates 
now than they would have done under the system of distorted and arbitrary 
rate patterns; there is a clear implication that they will now feel themselves 
free to make more frequent changes in Bank rate and hope to make it a more 
direct and sensitive instrument of market control (as well as a less dramatic 
one) than it has been for these past twenty years. This means that if a mistake 
has been made in letting interest rates fall away now, it can be the more readily 
retrieved. It would certainly be wrong to read into this one concession any 
official assumption that the trend of rates is now definitely set on a downward 
course. 

Although most of these caveats and technical explanations did figure in 
the Press comments considered as a whole, they made no discernible impression 
on the general public. The Bank’s official announcement had been lost in the 
general background of comment, and was airily dismissed as such. The damage 
had already been done; and “ high-brow ” arguments in a few places could 
not shake the first careless rapture in the stock markets. Indeed, it was in 
the gilt-edged market, which should have been the best informed sector of 
the House, that the most violent jubilation occurred. The rises of up to 2 points 
in long dated and irredeemable stocks that occurred in the first few hours 
were actually duplicated in the second day’s dealings, so that not much less 
than } per cent. was cut from the yields. The prices of these stocks, indeed, 
had been lifted to within only a point or so of their levels on election eve in 
1951 (when the rigid monetary policy still obtained, with Bank rate atrophied 
at 2 per cent.); the yield on Consols, at under 3{ per cent., was some I1/16 per 
cent. below the peak touched during the fright of mid-1952. And the industrial 
market, the trend of which is discussed in a later article in this issue, registered 
in two days an increase of 2.6 points in the ordinary share index of the Financial 
Times, carrying it to 125.8, its best since November 30, 1951. 

It seems certain that the burst of optimism thus displayed went much 
further than the authorities intended. But if that is so, any dampening down 
of excessive exuberance should not be left merely to technical arguments and 
explanations; unless it happens naturally, it should be brought about by 
intervention in the market-place—in Throgmorton Street as well as Lombard 
Street. Up to the moment of writing, although the stock market has relapsed 
only moderately, there has been no sign of action of this kind. On the con- 
trary, the only clearly visible official action has been a series of increases in 
the “‘ tap ’’ prices of the new Electricity and Gas stocks held by the “ depart- 
ments ’’. Had it not been for the fact that these stocks were still clearly 
undervalued by comparison with the rest of the market, such tactics would 
have looked rudely disillusioning to those who had accepted and welcomed 
the technical explanations of the Bank rate decision. As it is, they have 
inserted a thin wedge of doubt about the singlemindedness of the authorities. 
It will do little service to the cause of flexible money if last month’s moves 
come to be generally regarded as a mere trick to boost the terms for the con- 
version of the impending Government maturities ({577 millions of 12 per cent. 
Serial Funding stock due on November 14 and the {£412 millions residue of 
the 1952-54 bonds due on March 1) and for the flotation of the denationalization 
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steel issues. Needless to say, such motives are already widely alleged in the 
City—and in political circles, too. Official policy in the gilt-edged market 
needs to be highly circumspect at this juncture. 


BANK LENDING RATES 

Outside the stock markets, the repercussions upon interest rates have 
probably been much what the authorities had foreseen, though rather more 
pervasive than was expected by some other observers. The operative factor 
in these other changes has been the system of fixing rates for bank loans and 
overdrafts. During the long phase of cheap money most of these rates had 
lost their traditional link with Bank rate; and even in the past two years of 
tightening money the raising of advances rates has been dictated rather by 
general policy than by Bank rate as such. If the link with Bank rate had not 


MONEY AND BILL RATES, 1939-53 


NOV., Get. July, Nov. 9, Mar. 14, Sept. 16, Sept. 25 
1939 1945 1951 1951 1952 1953 1953 
y Oo e O . 9) 7 O . Oo y Oo % 


Bank of England: 
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Treasury Bills} .. I 4 3 } 2} 2 23—2} 
Clearing Banks’ Call 
Money: 
Against Bank Bills — L , } 3 1} 2 2} 2 
» treasury Bills f ‘ } : 2 2 3 
- Bonds 1} : 3 1} 2} 24 2} 
Clearing Banks 
Deposit Rate: I , i z 2 2 1} 


§ Minimum rate of discount and seven-day loan rate for all collateral. 

* Last tender in month, until Nov. 1951; then at date shown, except for penultimate 
column, which shows rate for Sept. 11. 

+ Fluctuating rates, except between November, 1939, and November 7, 1951. 


been restored, last month’s change by the Bank would not have had any 
automatic effects, but only psychological effects, upon rates in the commercial 
banking system and money market. But in the past two years, and especially 
since the rise in Bank rate to 4 per cent., the banks had taken the precaution 
of restoring in their contractual arrangements with customers the specific 
link between advances rates and Bank rate and of reimposing minimum charges 

(irrespective of the level of Bank arg Loans to strong industrial borrowers, 
for example, are now on the basis of } per cent. over B: ank rate, subject to a 
minimum charge of 34 per cent., whilst ‘ reasury-guaranteed loans to nationalized 
industries are at Bank rate, subject to a minimum of 3 per cent. These and 
other reimposed minima will operate to protect the revenues of the banks, 
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if and when Bank rate falls further; but, measured in terms of volume of 
advances, hardly any of them were high enough to come into play last month. 
Hence by far the greater proportion of bank advances have benefited auto- 
matically by a $ per cent. reduction. Broadly speaking, the only ones that 
have not benefited are the relatively few and least credit-worthy borrowers 
who were subject to the highest minimum rates; and the banks will obviously 
be under pressure to reduce these, too. 

Given this widespread reduction in advances rates by } per cent., it was 
inevitable that allowances on deposit account balances would be reduced as 
well—and, according to tradition, by the same amount. But such a reduction 
would virtually have compelled an equal reduction in the rates at which the 
clearing banks lend to the money market, since some deposit balances would 
otherwise have tended to flow from the banks to the market. And a reduction 
of the call money rate by $ per cent. would, in its turn, have tended to bring 
the Treasury bill rate down more or less correspondingly (unless the unchanged 

' per cent. rate for seven-day loans at the Bank was brought strongly into 
play by deliberately engineered credit stringencies). Any such sharp fall in 
the Treasury bill rate was, however, obv iously contrary to the gap-closing 
objective of the whole exercise. Reflection upon the Bank’s technical objective, 
and upon the probability that greater “‘ flexibility ’’ in the market may mean 
more frequent stringency—and probably less frequent or less ample official 
‘smoothing ”’ aid to the discount houses in meeting it—led the clearing banks 
into a sensible compromise on their traditional rule. They have reduced their 
deposit allowances and their minimum rates for call loans against Treasury 
bills equally, but by only } per cent. As the accompanying table shows, the 
rates for such call loans and for deposits subject to 21 days’ notice are both 
at 13 percent. The rates for loans against bonds and commercial bill collateral 
were simultaneously reduced by } per cent. to 2} per cent., but a few days 
later bond money went down to ‘21 per cent. and commercial bill money to 
2 percent. Most of the “ outside ”’ banks that lend in the market are quoting 

2 per cent. as their basic rate for money against bonds or commercial paper, 
but the pattern of rates among these banks is less clearly defined. Finally, 
the long-standing agreement betes een the banks and the market upon minimum 
pegged discount rates for commercial bills has been abandoned. In future, 
rates for such paper will be settled freely by the normal higgling of the market. 

This last decision does, indeed, set the keynote for the whole broad move- 
ment that the authorities seek. If they succeed, the changes are likely to be 
more significant, though more subtle, than can be described by the clear-cut 
adjustments noted above. If they really do leave the market more frequently 
“on its own '’—1.e. if they are less liberal in granting “ special ’’ aid—then 
the Treasury bill rate will likewise become a genuinely flexible rate, and 
the whole rate structure will lose its anomalies and will be keyed into a natural 
equilibrium. This also involves, of course, more mobile conditions in the short 
loan market; and it is understood that some clearing banks have prepared for 
that probability by intimating that a’ smaller proportion of their loanable 
funds will be kept in “ fixtures”’ at the basic minimum rate, so that for a 
significant part of this clearing bank money the discount houses will be 
liable to pay higher rates at moments of pressure. The first adjustments have, 
in fact, already gone far towards closing the unnatural gaps. Whereas most 
bank advances rates have fallen by 3 per cent., the discount rate for com- 
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mercial bills has dropped by over ? per cent. to almost 2 3/16 per cent. (wiping 
out the difference in borrowing costs by the alternative routes). And the 
Treasury bill allotment rate at the first tender dropped by } per cent. to 
25/32 per cent., reducing its advantage over the commercial bill to almost 
the I 32 per cent. margin at which it stood before the banks and market levered 
it up after the war. This time, it should be emphasized, the commercial 
borrower has improved his position relatively to that of the Treasury. 


MARKET REGULATORS FOR THE FREER ECONOMY 


All this is strictly in line with other recent tendencies in financial and 
economic policy. These moves in the sphere of central banking and money 
market technique are an indispensable part of the progress that Britain is 
making, and hopes still to make, towards the freer economy—a progress that 
strikingly emerges from the detailed survey of other freeings that appears 
on page 215. Especially now that so many important commodity markets 
have been reopened and relaxations have been conceded in restraints upon 
banking credits for non-residents, so that London makes again a genuine bid 
for business in these spheres, it is imperative both that the whole structure 
of interest rates should be in a natural equilibrium and that the authorities 
should have full technical facilities for influencing them by the traditional 
delicacy of touch. In this new money market that is in the making, the 
classical techniques of open market operations and the sanction of driving the 
market ‘‘into the Bank ”’ should provide the sensitive controls that are needed. 
In the background, perhaps not very far in the background, there will be 
Bank rate itself, which in its “ unified ’’ form can now be used to lift or reduce 
the whole structure of rates without the inhibiting effects (which the recent 
discriminatory system would have involved) of either forcing commercial 
rates too high or Treasury rates too low. If the future of American business 
grows increasingly uncertain, and if its fluctuations threaten new dislocation 
for Britain and the sterling area, the monetary weapons are being sharpened 
and burnished for effective thrusts in either direction should need arise. 

These aims and this technical advance are wholly welcome, and it was well 
worth running some risk to pursue them. The only question is whether a 
greater risk was run at this stage than was reasonable or necessary. The 
decline in unemployment virtually to its bed-rock level again and the sur- 
rounding wage-pressures that threaten Britain’s exports in increasingly com- 
petitive markets argue strongly against any boosting of demand, reassuring 
though the trend of production has lately been. The monetary authorities 
obviously knew that their decision would lift business confidence; and were 
prepared to run the risk that the lift might be bigger than they wished. But, 
despite their precautions for limiting it, there is now a real danger that the 
swing of sentiment will prove to have gone too far. The first acid test of the 
authorities’ faith in the excellent principles they commend to the banking 
world will be their courage and firmness in applying the brakes—if need be 
before, and in spite of, the Treasury’s impending refinancing operation. And 
the second test will be their readiness to apply full “‘ flexibility’ to that 
operation itself. The suasion tactics of the two previous special funding opera- 
tions ought now to look as objectionable to them as they have always seemed 
to the commercial bankers. 





W.T.C.K. 
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Dilemma 1n Equities 


On the eve of the reduction in Bank rate, War Loan 33 per cent., at 

834, was already at its highest level since 1951 and the Financial Times 
index of industrial ordinary shares, although slightly below its peak of last 
March (at 123.2, against 125.0), was fully 20 per cent. above its low point of 
June, 1952. Concurrently, however, industrial stocks on Wall Street, having 
fallen by nearly 12 per cent. in six months (including a fall of nearly 4 per cent. 
in three very hectic working days from September g to 14), were bumping 
around their 1952 low points, with American forecasts of an American recession 
srowing daily more frequent and more glib. Even at this stage, therefore, the 
London market could hardly be said to be in a state of easy equipoise. Then 
came the Bank rate announcement, investors’ optimistic reading of it and a 
boom that pushed War Loan 34 per cent. up to 86? and the Financial Times 
index of industrial equities up to 125.8 by the close of business on September 18, 
Second thoughts were bound to follow; “id September 28 these had had the 
effect of bringing War Loan back to 8573, but the Frnancial Times index of 
industrial equities, after sagging for a time, was back at 125.8. 

Is this new level logical? The prospect for gilt-edged must be judged in 
the light of the new flexibility of monetary policy, which is discussed in the 
preceding article. The object of this article is to discuss the prospect for 
equities. It would be a mistake to judge this prospect mainly in the light of 
the reduction in Bank rate; for although industry will gain from the reduction 
in borrowing charges, it should not expect any great increase in demand for 
its products to follow from this development—not, that is to say, unless the 
new policy goes sadly awry, by giving an undue lift to business confidence. It 
would also be a mistake to judge the prospect for equities mainly in the light 
of the steel issues now impending, although they will undoubtedly involve 
substantial pre-emptions on investors’ scarce supply of risk capital. The main 
question before the industrial investor is still: which way are profits and 
dividends going to move? At the moment of writing, industrial shares in 
London are still at their peak for 1953, while industrial shares on Wall Street 
are still 10 per cent. below theirs. The very different showing of these two 
markets obviously cries out for explanation. Is the explanation simply 
that either Wall Street or Throgmorton Street must be wildy wrong in its 
assessment of the business prospect ? Or is it that there are certain favourable 
factors present in the London market on which the investor in Wall Street 
cannot rely ° 

The answer, unfortunately, seems to be: a bit of both. In other words, 
the investor in industrial shares on the London market 1s now in an acute 
dilemma. No analyst can hope to resolve that dilemma for him, but he can 
try to set down the two sides of the problem in the plainest possible terms. 
On the one hand, there seems good reason to suppose that, even before the 
reduction in Bank rate, the current level of industrial profits in Britain was 
running some 5 or 10 per cent. higher than a year before. It is therefore quite 
possible that, if business activity continues at its present level, the directors 
of big British companies that report, say, in the second quarter of 1954 may 


Ton stock markets will long remember the excitement of the past month, 
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feel in an unwontedly generous mood about dividend disbursements—especially 
when last April’s tax reductions are taken into account. On the other hand, 
there is a very evident danger that business activity will not hold up; as has 
been emphasized in THE BANKER before, and as Wall Street is now nervously 
recording, there seems to be a greater danger than at any time since the war 
that the first half of next year may bring with it the first clear signs of an 
American recession. And an American recession, even of the variety that 
brought only a 3 or 4 per cent. fall in America’s gross national product, would 
be likely to affect Britain far more bitterly than it would affect its homeland. 


WuHy PROFITS ARE RISING 


The argument that the level of British industrial profits is already higher 
than a year ago may be challenged, and it certainly requires careful justification. 
The Financial Times has recently calculated that the gross profits reported 
by 2,123 industrial companies in the first eight months of this year showed a 
fall of 9.2 per cent. below the gross profits that they reported in 1952; at the 
end of the first seven months of the year the equivalent calculation for 1,953 
companies was a fall of 9 per cent. and at the end of six months a fall of 83 
per cent. for 1,693 companies. At first sight this seems a continuation of the 
trend of 1952 when, as the recent national income blue book estimated, gross 
trading profits of all companies fell by 7.3 per cent. below their level in 1951. 
In fact, however, the latest figures published by the Financial Times are not 
a continuation of the trend of 1952 but merely a reflection of it. 

To understand this it is necessary to make a rough analysis of the quarterly 
trend of profits since early 1951 and to take note of the time lag that always 
occurs between the earning of profits and the publication of company accounts. 
The first point to remember is that nominal profits were very high in 1951; the 
national income figures show that, thanks mainly to the artificial element of 
stock appreciation, trading profits of private enterprise companies were some 
20 per cent. higher in that year than in 1950. It is probable that the peak 
period of nominal profits for many companies occurred in the middle two 
quarters of 1951, although for some concerns that were heavily engaged in 
international trade the boom went right on to the time of the imposition of 
the Australian import cuts in March, 1952. For some consumer goods trades 
the boom flagged six months before that and for some capital goods industries 
it continued for six months longer, but this generalized timetable—of a raging 
boom in nominal profits up to about September, 1951, and of fairly high 
nominal profits up to March, 1952—seems roughly accurate. 

After that first quarter of 1952 the course of current profits turned sharply 
downwards. Figures published by the Central Statistical Office show that 
adverse experience in the middle two quarters of last year was more or less 
wholly responsible for the fall of 3 per cent. in industrial production between 
1951 and 1952; and it is a fair deduction that these same two quarters were 
mainly responsible for the fall of 7.3 per cent. in profits between those two 
years. After about September or October, however, trade picked up again, 
at any rate for consumer goods trades; the picture is blurred here by the 
fact that some capital goods industries began to turn over from a sellers’ to a 
buyers’ market at about this time, but they have mostly remained in their 
previous happy state of full production and it is unlikely that their profit 
margins have been significantly cut. 
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This recovery in the consumer goods trades and maintenance of previous 
full employment in capital goods industries has continued this year; and since 
March recovery in some industries appears to have been pronounced. In the 
period April-July, 1953, industrial production was nearly 73 per cent. higher 
than in the equivalent months of 1952, while wage rates are currently only 
54 per cent. above the level of a year ago; in other words—and it is believed 
that 1950 is the only other post-war year in which this may have happened— 
wage costs per unit of output are likely to have decreased this year. It is true 
that some selling prices have also declined compared with a year ago; export 
prices of manufactured goods in July were 4 per cent. down on the year before, 
although export prices of metal and engineering goods were only I per cent. 
down. Against this, however (to quote July to July figures again), prices of 
materials used in mechanical engineering have fallen by 55 per cent. in the 
vear, materials used in the manufacture of electrical machinery by 10.9 per 
cent. and those used in all other non-food manufactures by 9g} per cent.: 
inventories a year ago were not heavy and there cannot have been large losses 
on stocks. Admittedly, a fall in raw material prices makes possible only a 
much smaller proportionate fall in economic selling costs; and, when the rise 
of 53 per cent. in wages in the past year is taken into account, profit margins 
in some industries must be lower now than a year ago. But the rise in output 
and sales—and the consequent spreading of overheads—must have offset this 
in most cases. It seems a reasonable conclusion that in many consumer goods 
trades gross profits must now be significantly—perhaps even 10 per cent.— 
higher than a year ago. In capital goods industries profits will not have risen 
by so much (if at all)—because they did not go down earlier; but then many 
of these industries are able to look forward to the benefit next year from the 
cessation of E.P.L. 





TIMETABLE FOR INVESTORS 

It is dangerous to tie hard-and-fast labels around the separate stages of a 
very rough history of this kind. But, taking a deep breath, one can argue 
that the history seems to suggest that in the first quarter of 1951 nominal 
profits were probably “‘ high’’; in the period April to September, 1951, probably 
‘very high’’; in the period October, 1951, to March, 1952, probably only 
‘high’ again; in the period April to September, 1952, definitely “ low” 
(except for some capital goods industries); in the period September, 1952, to 
about March, 1953, probably ‘‘ moderate ’’; and since last March probably 
“fairly high ”’. 

Most of the major profits statements that have been published so far in 
1953 refer to trading years that ended on either December 31, 1952, or March 31, 
1953 (or else on dates very near to these). A very usual date for company 
reports that have been published in the past month has still been either 
March 31 or June 30 of 1953. It will be another six weeks at least before 
profits statements for the year to September 30, 1953, begin to appear; and 
then for the period from about February to September of next year investors 
will begin to receive a shoal of profits statements for the years ending on 
December 31, 1953, and March 31, 1954. If it is assumed that the history of 
past profits that has been outlined above is roughly accurate and that profits 
stand still at about their current level between now and next March (both of 
these, of course, are very wide assumptions), then an interesting picture 
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emerges of the pattern of events that these statements would portray: 


(1) The profits statements that have already appeared for the twelve 
months ending December 31, 1952. For the preceding year (1951) these 
would measure—by our definitions—two quarters of “ high ”’ nominal 
profits and two quarters of “ very high” profits. For the year 1952, 
they would measure one ‘“‘ high’ quarter, two“ lows’ and one “ moderate’. 
This fits in fairly well with the fall of just over 7 per cent. reported by the 
national income blue book for company profits between 1951 and 1952. 





(2) The profits statements, most of which have already appeared, for 
the twelve months ending March 31, 1953. For the preceding year (195I1- 
52) two “ very high ”’ quarters and two “ high ”’ quarters (the same as 
for 1951). For the la‘ est year (1952-53) two “ lows ’ and two “ moderates’”’; 
this is worse—by the substitution of one “ moderate’ for one “ high ”’ 
quarter—than the profits statements for the year to December 31, 1952 
(described under (1) above). This fits in fairly well with the fact that 
profits statements analysed by the Financial Times up to August of this 
year showed profits consistently falling, to 9.2 per cent. below the level 
of the previous year. 

(3) The profits statements, some of which are appearing now, for the 
twelve months to June 30, 1953. For the preceding year (1951-52) one 
“very high” quarter, two “ highs’ and one “low”. For the latest 
year one ‘“ low” quarter, two “ moderates’ and one “ fairly high ”’. 
Compared with (2) above, the preceding year has now lost one “ very 
high ’’ quarter and substituted a “low ’’, while the latest year has lost 
a ‘‘low’”’ and substituted a “ fairly high’. This fits in with the general 
impression that although the profits statements that have already been 
published for the year to June 30, 1953, have continued to show falls 
below the previous year, the falls have been less steep than those shown by 
the statements that were coming out all through the spring and early summer. 

(4) The profits statements—which will begin to appear from next 
month onwards—relating to the twelve months to September 30, 1953. 
For the preceding year two “ high ’’ quarters and two “ lows’. For the 
latest year two “‘ moderate ’’ quarters and two “ fairly highs ’’. It would 
not be surprising if these statements showed profits about the same for 
the latest year as for the preceding year; indeed they might be up slightly, 
and dividends might be up by rather more. 


(5) The profits statements for the calendar year 1953, most of which 
will be published in the first half of 1954. For the preceding year (1952) 
one “ high ”’ quarter, two “ lows’ and a “ moderate’. For the latest 
year (1953) one “‘ moderate ’’ quarter and three “ fairly highs ’’. In these 
—on the assumptions listed above—nominal profits should definitely be 
up; so should real profits and, presumably, dividends. 


(6) The profits statements for the twelve months to March 31, 1954— 
which should predominate among those published from about May to 
September next year. For the preceding year (1952-53) two “low” 
quarters and two “ moderates ’’’. And—on the assumptions listed above 
—for the latest year (1953-54) four “fairly highs ’’. When one takes 
account of the great improvement in companies’ liquid balances in this 
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period of stable material prices (even in the first eight months of this year 
the industrial companies in the Financial Times classification increased 
their ordinary dividends by 83 per cent. although their gross profits fell by 
over g per cent.) this is obviously a very cheering analysis. It could mean 
an upsurge in dividends in early 1954 at least equal to that in early 1951. 
This, in broad outline, is the case that can be put forward by those who believe 
that a bull market lies round the corner for British industrial shares. If one 
accepts the assumptions listed above—of which the biggest is that business 
activity continues at its present level (in other words, that there is no 
American recession)—it is a much stronger case than many people realize. 


THE SHADOW FROM AMERICA 


It is here, however, that Wall Street casts its shadow over all. In an article 
published three months ago, THE BANKER argued that the dangers of an 
American recession in early 1954 must be taken very seriously.* Although 
month-to-month movements in the American economy are now detailed in 
our regular feature ““American Review ”’ (see page 239 of this issue), the 
weakness of Wall Street in the past few weeks makes it desirable to bring 
our editorial apprehensions of last July up to date. 

The dominant feature of the past three months, unfortunately, has been 
to add point to our warning last July that “ current sales of cars . . . seem to 
be at a far higher level than the present social structure of the American 
economy can support, year in and year out’’. Recently automobile dealers 
have been unable to sell many of the used cars that have been traded in to 
them in part payment for new models; some of these dealers are now in real 
financial difficulties and they have started to reduce their orders from the 
factories accordingly. In early September the Studebaker Corporation 
suddenly cut down its production by one-third and the Chrysler Corporation 
announced a temporary suspension of certain assembly operations. There 
is now every reason to fear that economic developments in the next six months 
may work themselves out against the background clatter of quite large “ laying 
off’ of workers in Detroit. If so, the psychological consequences could be 
very disturbing for America as a whole. 

This shadow over Detroit is probably the most immediate danger spot in 
the American economy. Any assessment of the prospects for Government 
expenditure, business investment and personal consumption must be read 
with this shadow kept nervously in mind. Thanks partly to the almost 
incredible foolishness of Congress in refusing to allow an increase in the Federal 
debt ceiling, the prospect in the Government sector seems more deflationary 
than three months ago. Mr. Humphrey now estimates that he will be able to 
screw down his budget deficit in 1953-54 by a full $5.6 billions lower than in 
1952-53. It is true that the time factor here looks better than it did. The 
usual seasonal deficit in the last three months of the calendar year 1953 now 
seems likely to be smaller than was at one time apprehended; but the usual 
seasonal surplus in the early months of 1954—probably the real danger point, 
for business men always seem to fear a recession at the period when they are 
making their heaviest tax payments—will not necessarily be disturbingly large. 
Personal income tax reliefs and the end of the Excess Profits Tax will come 








* See ‘‘Is America Risking Recession ? ’’ in the issue of last July. 
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into effect on January I, and may be very opportune; under present legisla- 
tion other corporate tax reliefs are due on April 1, and the Administration can 
surely hardly be foolish enough to postpone them. Some excise tax reliefs are 
also due for April 1. These could be a danger—for anticipation of excise tax 
reliefs may lead to a check in consumer buying, as British retailers who sell 
goods subject to purchase tax know only too well; but the effect of these 
excise tax reliefs (if they are granted, which is by no means certain) should 
not be great. Nevertheless, after weighing all these factors, it cannot be said 
that the American Administration’s deliberate decision to inject $5.6 billions 
of deflationary pressure into the economy through its so-called ‘“ sound 
budget ’’ policy is happily timed. 

Similar question marks hang over inventories and consumption. Inventories 
are still rising disturbingly. They increased by another $600 millions in July, 
with $500 millions of the rise accounted for by finished goods at the retail 
stage. Apparently, however, some 60 per cent. of the rise in retail inventories 
in the month was due to a pile-up of unsold “ automotive ”’ vehicles—which is 
merely another way of saying that the downturn at Detroit now seems very 
near. Undoubtedly, too, the market in other consumer durables besides cars 
is in a nervous state; some downturn in production may be expected here, 
although consumer demand for non-durables and services remains strong. 
Two other disturbing features in the situation are that the full effect of the 
fall in farm incomes has yet to show itself in the retail trade returns, and that 
housebuilding may be vulnerable since its current rate is at least 20 per cent. 
above the rate that ordinary replacements and new family formations would 
seem to demand. Against this, however, the demand for new houses may 
prove elastic if interest rates come down (which they certainly will in any 
recession); the average American family is not as well-housed as it is well- 
stocked with consumer goods. 

So much then for the main cross-currents in the turbulent American sea. A 
broad judgment must be that some deflation is to be expected in the Govern- 
ment sector, in cars and in other consumer durables; and that this is unlikely 
to be fully offset by potential rises in consumers’ demand for non-durables and 
services. Everything, therefore, may depend on business demand for plant 
and equipment. The Department of Commerce has recently estimated, after 
an assessment of orders in hand, that this will fall slightly in the final quarter 
of this year. It should be noted here, however, that “actual expenditure on 
plant and equipment has in recent quarters consistently exceeded the Depart- 
ment’s forecasts. Some people may regard this unexpected robustness of 
fixed investment as an illogical trend that must soon be reversed; but others 
may see it as the American business man’s answer to the nastiest niceties of 
Keynesian analysis—and as the free world’s lifeline of hope. 





THE LIKELIEST OUTCOME—A MODERATE RECESSION ? 


A middle view, however, would seem to be that some downturn in American 
production some time in the next nine months—perhaps of around 3 or 4 per 
cent. in gross national product and of ro per cent. in the Federal Reserve index 
of industrial output—still looks more likely than not. But the robust attitude 
of American business investment in the last three months now gives greater 
reason to hope that any recession should be stopped short at around this— 
to Americans—not very frightening low-water mark; one factor that may 
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give confidence to business is that most big American corporations should 
be able to maintain their present dividends in a 3 or 4 per cent. recession—the 
fall in profits, which would in any case be cushioned by a fall in tax payments, 
would actually have to exceed 50 per cent. before present dividends became 
uncovered. If there is nothing more than a 3 to 4 per cent. recession in pros- 
pect, Wall Street will not therefore necessarily have much further to fall. 

But even if any recession is held up at this “ moderate © stage, the conse- 
quences for London may be very unpleasant. Last time America’s gross 
national product for a full year fell by 4 per cent. (in 1938), its imports from the 
sterling area were halved. There are some mitigating factors for the sterling area 
here; one of them—the increase in the effective purchasing power of gold 
that would follow from a general fall in world commodity prices—is discussed 
in an article by Mr. A. R. Conan on page 232 of this issue. Nevertheless it 
seems certain that any moderate American recession would make necessary 
new restrictions on Britain’s dollar imports, would involve sweeping new 
import restrictions (against British as well as American goods) by primary 
producing countries that had suffered a sharp fall in their national incomes, 
and would probably also bring with it increased competition by market-hungry 
American concerns in northern Latin America and the few other “ third 
markets’ with some dollars to spare. In other words, it would bring with it 
all the usual accoutrements of a dollar crisis—perhaps this time with a floating 
sterling rate and probably with a tightening of Britain’s new flexible monetary 
policy thrown in. Those who argue that the next change in Bank rate will 
again be downwards are surely claiming more prescience for the authorities’ 
intentions than the authorities would claim themselves. If dangers of this 
sort looked imminent by the spring of next year it seems unlikely that many 
British companies, even if they had higher profits to report from the past 
year of thriving trade, would increase their dividends; and it seems quite 
certain that the psychological consequences of a new crisis and new slump 
would grievously outweigh the effect on share values of any moderate dividend 
increases that were in fact allotted. 

Two major—and, for the investor, maddening—conclusions emerge. The 
first is that if business activity does after all continue at its present level then 
the scope for appreciation of British industrial share values may be greater 
than most people realize. The second is that, if a moderate American recession 
returns, the effect on British share values is quite likely to be sharper than 
the effect on American share values; and, to most people, last month’s weakness 
on Wall Street looked bad enough. Behind all this, of course, there remains 
the grim question: what would happen if any American recession, so far 
from halting after a 3 or 4 per cent. fall in national income, snowballed into 
a genuine slump ? Can one really be sure that, if the need arises, America will 
move swiftly enough to avert this ? There is a story going the rounds that ifa 
madman put a time bomb with a two-minute fuse in the American Cabinet's 
room, President Eisenhower would ask a congressional committee to report 
within two months on what the cabinet should do about it; and that the 
committee would evenually report that it deprecated Communism and sin, 
but believed in sound money. Like most political caricatures, this is an unfair 
picture. But the Republican elephant is a slow-moving animal; and the 
stock markets, like everybody else, should recognize that it can also be a very 


heavy one. 
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Britain’s March towards Freedom 


WO public events during the past month have drawn attention to 

Britain's accelerating progress towards a freer economy. Sir Arthur 

Salter, when tendering his resignation as Minister of Materials, recorded 
that nine-tenths of the public trading activities in which his Ministry was 
engaged at the end of 1951 have since been handed back to private enterprise. 
The shrunken activities of this dying department no longer warrant a full-time 
Minister, and the Premier has simply added it to the responsibilities of Lord 
Woolton, who retains his Chancellorship of the Duchy of Lancaster. Secondly, 
there has been cheering news of that other dying agency of Government trading 
and control, the Ministry of Food. Major Lloyd George, who from the outset 
of his appointment has cherished the unique ambition (it is one that might 
well be emulated elsewhere) to be the last Food Minister, has foreshadowed 
shifts in policy that could crown his hopes before the end of next year. For 
the first time, the long-awaited demise of this department can be definitely 
envisaged. 

The end of these two departments, which between them have embraced 
by far the greater part of the sphere of Government trading, will be for the 
British public a symbol of emancipation. But even to-day, before the last 
rites have been performed over the corpses of these principal controllers, the 
record of decontrol and of other trends towards a more flexible economy is really 
impressive. It is hardly possible to measure it statistically—to say, for 
example, that whereas seven years ago the economy was perhaps nine-tenths 
controlled and one-tenth “ free’, now it is one-tenth controlled and _ nine- 
tenths “ free’ (though in some specifically favourable contexts the contrast 
might even be of that order). And it is also difficult to make any comprehensive 
study of the specific acts of decontrol; for the original structure of economic 
control was vastly labyrinthine and fussily detailed, and the acts of decontrol 
have been correspondingly so. This article will, however, attempt to paint 
the picture with a broad brush. Since clarity demands some grouping, the 
canvas can most conveniently be surveyed in four sections: dealing respec- 
tively with controls affecting consumption, with Government trading, with 
-external ’’ controls, and with controls over production and investment. 


DE-CONTROLLING CONSUMPTION 


To most people, the progress has been most apparent in the sphere of con- 
sumption. At the worst point, as everyone is painfully aware, all the major 
foods and many miscellaneous ones were rationed specifically or through the 
points system, many other essentials were rationed either formally or infor- 
mally, production of many types of consumer goods was entirely prohibited, 
and supplies in almost the whole of the wide remaining range were more or 
less drastically limited by devious interventions at various stages of the 
production process. Consumers’ choice was limited not only by the availability 
of supplies and the accidents of local distribution but, in many cases, by various 
systems of more or less enforced standardization, as under the “ austerity ’ 
and utility schemes. Purchase tax operated not only as a general deterrent 
to expenditure upon the less essential or better quality goods, but also as an 
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instrument of differential control. And a very high proportion of all consumer 
expenditure (perhaps around three- quarters) was subject to price-control, 
much of it of a highly specific and therefore highly-distorting character. 

By far the greater part of this grim system has long since disappeared, and 
is indeed already forgotten by many people. Apart from sugar, the derationing 
of which is imminent, the only rationed foods are fats (including ‘“ serious ’ 
British cheese) and meat and bacon; but meat rationing at present is purely 
nominal, with retailers officially permitted to sell freely to all comers—and there 
are scattered free supplies of butter also. Major Lloyd George has admitted that 
the only obstacle to formal derationing of meat is the difficulty of combining 
the production rigidities of the present system of guaranteed prices to farmers 
with free choice for meat consumers; and derationing of fats seemingly now 
depends upon when the Government can summon the courage to envisage a 
rise in the price - butter (of which the average Briton actually consumes more 
than the average American). 

Every other eenal or informal rationing of consumption goods has dis- 
appeared—except in domestic coal, which should still be regarded as formally 
rationed (even though the size of the ration varies from area to area and is 
not always strictly enforced). Clothes rationing ended more than four years 
ago, petrol rationing in 1950, and soap rationing in the same year. The 
priority scheme for utility furniture and certain other basic household supplies 
was dropped in 1948, and the utility schemes themselves were discontinued 
two years ago. The successor ‘“ D”’ scheme for textiles involves far fewer (in 
fact the Board of Trade would say none) of the rigidities or distortions of 
production that marked the utility plan. Finally, so far as it has been possible 
to trace, the control of consumer supplies and of types and methods of pro- 
duction by interventions in production—by means of conditional allocations 
of materials, manipulations of import licences, prohibitions, and other less 
formal arrangements—has virtually ceased. Moreover, since the climate of 
disinflation spread through world markets, even the informal limitations of 
home supplies by reservation of given quotas for export seem to have become 
inoperative—though some bargains are occasionally struck by licensing depart- 
ments, for example, where production here depends upon payment of royalties 
in hard currency. 

Parallel with these processes of freeing the consumer has been the steady 
dismantling of price control. Even as recently as 1951, almost 50 per cent. 
of all consumer outlay was still thus controlled. But now the dismantling 1s 
all but complete; the proportion is down to only about one-sixth. The 
range of goods freed since November, 1951, is much too large for full display 
in Table I; the number of categories is well over a hundred. In this process, 
all the controls formerly administered by the Board of Trade (mainly over 
manufactured goods) have disappeared, and the powers conferred in the 
specific price-control acts have been allowed to lapse. The only direct price 
controls that affect the consumer (as distinct from the prices charged by the 
nationalized industries, which are strongly influenced by the Government) 
are now confined to the rationed foods and seven other foodstuffs, all controlled 
by the Ministry of Food. Having burnt its fingers badly in the débacle of 
sweets derationing in 1949, that Ministry has since followed the rule—departed 
from only for milk—of combining decontrol of price with each act of de- 
rationing. Outside the consumers’ sphere, the only price controls are those 
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on most iron and steel products; but it should be noted that the selling prices 
of the Government's dwindling number of trading departments may sometimes 
exert some of the effects of price control. Here, too, however, the price policies 
of the nationalized industries are important. Political influences are clearly 
not absent from the fixing of railway rates—witness the veto imposed by the 
Government on the increases in London passenger fares in the spring of last 
vear—and the price of coal has also been elevated into a subject for Cabinet 
decision (with margins on distribution also subject to Government control). 


DWINDLING GOVERNMENT TRADING 

The second principal sphere in which there has been really marked progress 
towards de-control is in Government trading. It is probably still not generally 
realized that two years after the end of the war no less than four-fifths of all 
British imports were still being “‘ bulk purchased ’’ by the Government. The 
figure is a staggering one, and it is explained, of course, by the fact that only 
about 10 per cent. of Britain's imports consist of manufactured goods. ‘ Bulk 
purchase ', associated with monopoly trading or very extensive trading by 
the Government, originally served a wide variety of purposes—not merely 
protection of the balance of payments, but also assurance of supplies and 
encouragement of production by guarantee of markets and prices to overseas 
and domestic producers, support for systems of consumer rationing and sub- 
sidization, control of domestic usage and discipline of industry through the 
sanction of allocation systems. This very diversity of objectives led to a huge 
intrusion of the Government in this sphere. At the limit, virtually all the 
major imported foods and materials, and numerous miscellaneous ones, were 
bought either exclusively or mainly by the Government account, which was 
also sole buyer of nearly all home-grown food and some raw materials such as 
timber and flax. In this process the organized commodity markets disappeared, 
and merchanting organizations were either wholly superseded or converted 
into mere servants or agents of the trading departments. 

The major acts of decontrol in this sphere have taken place in the last two 
years. In 1950, although hard woods, sisal, hides and skins, leather and flax 
had all been returned to private trade—and markets had been reopened in 
rubber and tin—5o0 per cent. of total British imports were still bought by the 
Government. Only 30 per cent. of imported raw materials, however, were 
then Government-purchased; and, thanks to the major freeings of the past 
two years, the corresponding proportion is now extremely small. The materials 
still involved are listed in the accompanying table; the most important of 
them is jute. This retreat from Government purchase has, of course, been 
accompanied by a steady revival of merchanting and a reopening of 
commodity markets in which prices are determined by the (more or less) free 
play of supply and demand. In the sphere of materials, the most important 
of these reopenings in the recent past have been the markets for lead, zinc 
and copper. 

In general, the grip of the Ministry of Food has been much more tightly 
maintained. Despite a number of minor relaxations, the proportion of food 
imports dominated by the Ministry remained large—until this year’s major 
arrangements for a resumption of private trading in grains and feeding stuffs. 
All these have now been freed, and Government importation has ceased. 
Government purchase of domestic grains will, however, continue until the 1954 
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season ; 
the pre-war system of “ deficiency payments 


Derationed since 
November, 1951 


Freed from Price Centrol 
since November, 1951 


All derationed goods Tea 
Rice Liquid glucose eggs 
Flour Bananas Gammon 


Processed cheese 
Chocolate and sweets 
Sugar 


Dripping Cocoa 


Sausages 


All manufactured con- 
sumer goods 


Cement and all other 
building materials 

Sulphuric acid 

Ground sulphur 

Some iron and_ steel 
products 

Fertilisers 


Still Price Controlled 


All rationed goods 


Still Rationed 
Meat* 


Bread Bacon* 
Potatoes Fats 
Milk Unprocessed British cheese 


Canned fruit 





system of Government purchase at guaranteed prices. 
posals are expected to be put forward in the reasonably near future to liberalize 
the system of subsidizing home meat production (as in grains, however, the 
principle of subsidization will be retained, in fulfilment of the pledge inherent 
in the Agriculture Act, 1947), and thus to permit derationing and a with- 
drawal of the Ministry of Food from actual trading in meat. 


buy without specific import licences, and to do so from any source of supply | 
they choose, irrespective of the currency in which payment is made. This’ It \ 
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then, as the White Paper issued last month explained, a return to 
is contemplated in place of the 
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RATIONING, PRICE CONTROL AND GOVERNMENT PURCHASE 


Restored to Private Trade 
since November, 195] 


5 

All cereals and animal 
feeding-stufts. 

Sugar 

Rice : 

Linseed oil } 

Bananas 

Cofttee ; 

Fertilisers 

Cx ypper 

Zinc 

Lead 

Aluminium 

Hemp 


Softwood 
Plywood 


Still Government Purchased 


Meat 

Bacon 

Cheese 
Canned fish 
Canned fruits 
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Corned meat Oils 
Most iron and steel emi | { 
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Tungsten f 

Magnesium 
Jute d 
Sulphur r 
Pyrites fi 
* Off-ration sales officially permitted. + To be restored to private trade shortly. : b 
f | 
only commodity in which Government and private importation will exist side | =U 
by side will be sugar, for which the Government has placed long-term contracts | — tl 
with the West Indies and Cuba. The private imports will, of course, be con- ni 
fined to sugar not covered by these contracts. he 
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A highly important characteristic of these cessations of Government + in 


trading—and one whose significance is not, even now, generally appreciated 

—is that they have been accompanied by a marked relaxation of import me 
licensing. In general, the merchants and others to whom the function of ass 
importing on their own account has been restored have also been left free to : of 
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true even in the critical sphere of grains, where dollar purchase is large. There 
is, however, restriction upon re-export of dollar grain outside the sterling area, 
and the grain market, like the others that have been reopened, operates within 
the framework of the now familiar commodity schemes devised by the Exchange 
Control to prevent abuse; firms participating in these facilities have all to be 
“recognized ”’ dealers in the commodity concerned. 

The major exceptions to the principle that freed commodities are also free 
from individual licensing are American cotton and dollar coffee, but import 
licences for dollar cotton are in fact being freely granted. Cotton, however, 
is a special case in another sense also, for the cotton trade itself is taking 
only rather slowly to the process of weaning from Government importation 
and supply of its raw material. Merchants and others have the option 
to import privately instead of buying their supplies from the Raw Cotton 
Commission, provided they make their choice for a full season, and declare 
themselves beforehand. The proportion of private trade is rising, but the 
contracts for the coming season indicate that 44 per cent. of cotton require- 
ments will be met through the Commission. The apparent sluggishness of the 
response here obviously owes much to the war-time destruction of the especially 
delicate apparatus of the organized exchanges and futures markets in raw 
cotton; these are correspondingly more difficult to re-create, and the lack of 
them is probably more paralyzing, than in other spheres. The transition from 
Government trading has therefore to be more gradual. 

Other relaxations of import licensing and exchange control will not be 
traced in detail, for the general principles and much of the detail will already 
be familiar to readers of THE BANKER; and, although each is important in its 
own context, the aggregate quantities involved are not large when compared 
with the massive blocks of raw materials and food that have been freed. 
Licensing of dollar imports of machinery and of certain other dollar supplies 
is now being administered less stringently; this, incidentally, is another 
example of the price system at work—for the cessation in the 1952 budget of 
the duty-free system for machinery imports (under which the bulk of dollar 
machinery was brought in) seems to have caused a significant decline in demand 
for capital equipment from abroad. It is still true, however, that imports of 
dollar consumer goods are almost completely banned, and the major specific 
relaxations of control of such imports have taken place under the agreement 
for liberalization of trade within the O.E.E.C. area. In this context, it should 
be noted that the volume of trade released from specific licensing is substan- 
tially larger than might appear from the so-called liberalization quotas, since 
these proportions relate to total private imports in the base year (1949) and 
not to total imports from the O.E.E.C. area, and the sphere of private trading 
has been rising. The 58 per cent. of this trade that is free at present (and the 
bigger proportion that is expected to be conceded in the near future) cannot, 
therefore, properly be compared with the go per cent. liberalization attained 
In 1951, or the 44 per cent. that obtained after the emergency cuts of 1951-52. 

The process of decontrol of industrial production, as distinct from invest- 
ment projects as such, likewise defies simple description—beyond the bald 
assertion that the once very far-reaching and immensely complex patch-work 
of control seems to have largely disappeared. The nature of the process has 
been broadly indicated already, under the head of consumption goods, since 
it was necessarily in this sphere that the prohibitions and the dictations of 


















220 THE BANKER 





methods and types and scale of production were most far-reaching and strin- 
At the point of maximum intensity, the major sanctions among many 
Full 
powers over labour had to be dropped at the end of the war, and such labour 
controls as were re-introduced in 1947 were never really operative; they were 


gent. 
minor ones were direction of labour and allocation of raw materials. 


formally dropped in 1949. Formal systems of allocation of materials and 
control of usage had a longer life, but the swing from war production, with its 
standardization upon massive blocks of supplies for the Government, to the 
almost limitless variety of peace-time production by and for private firms, 
made effective control of ‘‘ end-use ’’ of materials look too formidable a task 
even to an army of bureaucrats accustomed to attempting the impossible. 
The allocation systems creaked along, were simplified or handed over to more 
or less informal management by the industries concerned, and finally were 
narrowed down to a few points of critical shortage. By 1950, even the long- 
lived steel system had disappeared, except for sheets. The revival of controls 
of this type after Korea proved short-lived. Control of tinplate still remains, 
and there is a “‘ voluntary " allocation of steel plate; coal supplies to industry, 
as to the general consumer, are also limited. Otherwise, usage of soft woods, 
still fairly tightly administered, is the one survivor of the original structure, 
The recurrent fear of winter power cuts remains as a threat of intervention— 
but it is rather one among many reproaches to post-war planning than a means 
of planning who shall, and shall not, go without. 


CONTROLS ON INVESTMENT 

The sector of the economy in which there has been least decontrol ts 
undoubtedly the vital one of capital investment. Freedom for private busi- 
nesses to embark upon capital outlays without prior scrutiny or approval by 
a Government agency was, of course, much increased, even in the early post- 
war phase, by the dismantling of labour controls and raw material allocation. 
3ut these were never the primary means of physical control of industrial 
investment; apart from a system of licences to purchase certain types of 
machinery, which did not long endure, and the continuing but easing control 
of imports of machinery, the only specific control has been that over new 
building, which has been both comprehensive and powerful. With this control 
there has been coupled the informal but influential control by central “ pro- 
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sramming " of large projects—a system that embraces, but necessarily does 
not extend bey ond, the outlays of Governmental and semi-Governmental 
agencies, including the nationalized industries and local authorities, and those 
of the organized battalions of big business. This means that almost the whole 
range of miscellaneous investment oulays by small businesses, and many 
medium-sized ones, has long been beyond the range of physical control—unless 
the particular outlays inv he ed new building or imports of machinery. 

But, where new building is involved, specific control remains over the 
whole sphere, unless the building expenditure in any one year does not exceed 
{2,000 (raised from {£500 at the beginning of the year). Otherwise, any 
industrial or commercial building is still subject to Board of Trade licence, 
and special conditions have to be satisfied if new factories are projected in 
New Towns or Development Areas. (In these areas, incidentally, the Board 
still has power to build on its own account, or can offer financial inducement 
for building by private firms.) 

Superimposed upon these systems of direct control there has, of course, 
been the purely financial control exercised by the Capital Issues Committee 
(for borrowings exceeding £50,000 in any one year) and the parallel “ selective’”’ 
control of bank advances. Both of these systems have operated according to 
the familiar and periodically varied patterns of Treasury-prescribed priorities 
and prohibitions; the instructions have allowed an increasing latitude to 
lenders, and many of them are so broadly drawn as to permit—doubtless 
unintentionally—widely varying degrees of stringency in interpretation. 
Necessarily, the system touches only those projects that cannot be financed 
“internally ’’, but its scope in principle became both wider and less haphazard 
as the post-war glut of liquidity dried up. For all that, it is now probably 
much more a source of friction and annoyance than of real constraint. The 
system of initial allowances, which is entirely undiscriminating, of course works 
in diametrically the opposite direction. 

Finally, over housing and other types of private building, the grip of 
control has been kept extremely tight. In housing, except for expenditures 
of less than £500 in any one year (raised from £200 on January 1 last), all 
outlays are still subject to building licence. It is only in the past year or 
so that there has been any considerable easing in‘the stringency of adminis- 
tration of these controls. With the object of diluting the long preponderance 
of the local authorities in new housing (their outlays are, of course, controlled 
by the central mechanisms of “ programming ’’), licences are now granted 
automatically to persons wishing to build houses of up to 1,000 square feet 
floor area for their own occupation, and local authorities are instructed to 
“consider favourably ’’ applications for houses up to 1,500 square feet. 
Restriction of the aggregate value of private house-building to a given fraction 
(one-half until January 1) of municipal building has been entirely discon- 
tinued. These are promising first steps; but, as an article in last month’s 
issue of THE BANKER pointed out, both strong constraint and dispropor- 
tionate use of resources are bound to continue in this important sphere so long 
as housing subsidies, rent control and the system of relating rents to historical 
instead of replacement costs keep charges to some tenants so far below their 
economic levels. In this sphere, unlike that of private industrial investment, 
there has been hardly any sign of a swing from physical control towards the 
discipline of the interest rate and price. 
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This last point is a fitting end to this broad-brush sketch of the pattern of 
control and de-control, for it illustrates very clearly the central principle by 
which the progress should be appraised—and credit for it apportioned. 
Controls, loosely defined, attempt to substitute “ planned ” regulation for the 
impersonal and automatic regulation achieved through a free market, or to 
limit its scope of automatic operation. The real test of. freedom is therefore the 
extent to which markets, in the widest sense, have free play. Progress towards 
economic freedom is not, therefore, measurable merely by the range of specific 
controls that have been discontinued; for example, a reduction in cost of 
living subsidies, or even a simplification of purchase tax, may make a bigger 
contribution than given acts of decontrol. Similarly, the fact that many 
controls were retained for long after the war is no proof in itself that the 
economy subject to those controls was not, even then, moving in the general 





direction of freedom. 
PATTERN OF THE MARCH 

When the process of freeing the economy is conceived in these terms, its 
origins can indeed be traced back beyond the first big relaxation of post-war 
controls. Apart from the dismantling of the purely war-time controls, such 
as direction of labour, shortly after the cessation of hostilities, the movement 
really dates from the end of the Daltonian phase of reckless finance. Crippsian 
disinflation was not as firm as the most enthusiastic campaigners for freedom 
would have liked, but it was tough by comparison with earlier laxities. And, 
given the fact that both a really tough disinflation and a free-for-all in price 
competition were equally ruled out, toughness in retention of many controls 
became, paradoxically, a parallel force making for future decontrol. Crippsian 
disinflation did moderate the growth of purchasing power, and Crippsian 
austerity, by directing resources into investment, sowed the seeds for greater 
productivity in future. It is true that devaluation had to be added to the 
forces working towards equilibrium; but in the twelve months or so to muid- 
1950, as has been shown, the first fruits were being gathered. The gap between 
available supplies and free demand had been closed in a number of sectors, 
permitting some important acts of decontrol. Had it not been for the Korean 
war, and the launching of the defence programme, this trend towards decontrol 
would undoubtedly have become more pronounced. But the panic buying 
that then spread throughout the world, and America’s bad example in plunging 
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forthwith into physical controls, stopped the movement in its tracks—and also 
lent support to the arguments of the left-wing of the Labour party. Mr. 
Gaitskell, after trying for a time to swim against the tide, eventually followed 
America’s example, combining physical controls with quite inadequate dis- 
inflation. Indeed, under these twin pressures, he later sponsored (but did not 
have time to implement) some thoroughly bad policies, quite out of keeping 
with his earlier philosophy and even with that of his predecessor. 

This outline of the forces that had been slowly working towards a freer 
economy in the years before 1951 has been sketched in to give an honest per- 
spective; for it would not be fair to assign to the present Government sole 
credit for the major advance towards freedom that has been achieved in the 
past two years. This is not to say that Labour’s contribution in the years 
before Korea was as large as it could have been; in retrospect, it is surely 
demonstrable that more courageous and more realistic financial policies could 
have imparted a marked acceleration. Nor does it overlook the fact that in 
1951 Labour policies failed disastrously to meet the combined pressures of 
the commodity boom and an over-ambitious defence programme. Still less, 
of course, does it imply that, if Labour had not been unseated in 1951, its 
contribution to decontrol would have been anything comparable to the progress 
of these past two years. On the contrary, its attitude in Opposition has 
generally been a denial of the moderate and even liberal principles that Mr. 
Gaitskell used to preach in the first phase of his Chancellorship. It would not 
have made the forthright change in monetary policy that was the Tories’ 
most decisive act. And, without that example to set before the Commonwealth 
Conference of early 1952, it would perhaps not have persuaded the overseas 
Dominions—and especially Australia—that their own retrenchment had to be 
strong and immediate. Yet these moves, Britain’s new monetary policy and 
the disinflation it imported from Australia, have provided the main founda- 
tions upon which the subsequent decontrol has been built. 

For the future, further progress towards freedom will depend less upon 
specific acts of decontrol than upon more subtle and more politically difficult 
processes. The biggest distortions of the economy now, by comparison with 
the “‘ normal” distortions present in 1938, spring from uneconomic rents, 
the uneconomic pricing policies of the nationalized utilities (and the fact that 
they pre-empt investment resources on a scale dictated by these prices), the 
system of agricultural and cost of living subsidies, the deadening effects of 
high taxation as such and the special evils of its disproportionate impact upon 
enterprise, savings and the efficiency of the capital market. It may also be 
true that the “‘ normal ”’ distortions of 1938 have been aggravated by the fact 
that private trade associations have grown subtly in their restrictive power 
during the long period while Ministries have bargained with them. All this, of 
course, is apart from the distortions resulting from import licensing, exchange 
control and in convertibility—controls that may shrink further but cannot in 
any event disappear unless and until America plunges enthusiastically into 
international liberalism. In short, it requires much optimism to expect as 
large a stride towards de-control in these next two years as has been made in 
these past two. But in certain specific fields—especially rent controls, agri- 
culture, meat trading, and the prices of nationalized products—the motto 
should still be ‘‘ To freedom, full speed ahead ”’. 
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Convertibility No Nearer 


HICK as the leaves of autumn, reports on international financial policy 


have been fluttering down from the most authoritative sources in recent 

weeks. At the end of August Mr. Lewis Douglas transmitted his report 
on dollar-sterling relationships to President Eisenhower, who promptly trans- 
mitted it in turn to the very important Randall Commission which 1s now to 
try to hammer out recommendations for the foreign economic policy of the 
United States. In September came the annual reports of the International 
Monetary Fund and the World Bank, together with the set speeches delivered 
at the annual meetings of these two institutions in Washington. These were 
followed by a report from the Managing Board of the European Payments 
Union, and then by another round of set speeches at the meeting of the con- 
tracting parties to the General Agreement on Tariffs and Trade at Geneva. 
All these are utterances by people and institutions who would presumably 
have inside knowledge about any convertibility plans that were afoot. Unfor- 
tunately, the impression that emerges from all of them is that any such plans, 
although not yet dead, are very definitely sleeping. But hopes of their 
awakening, some time and in some form, remain; and it is as a catalogue of 
the pre-conditions of any such awakening that last month’s statements and 
speeches, starting with the Douglas Report, deserve close study. 


THE DouGLAS REPORT 

Shortly after his election, President Eisenhower asked his friend, Mr. 
Lewis Douglas, to undertake an investigation into the foreign economic policy 
of the United States and to make recommendations about its future course. 
Since Mr. Douglas was known to be an upholder of liberal trading policies— 
and therefore a “ biased’ investigator—it soon became obvious, however, 
that Congress would be unlikely to dispose as he might propose. The President 
therefore wisely decided to hand over the main task of making recommendations 
on foreign economic policy to a commission representing both Houses of 
Congress, sitting together with certain of his own nominees. Mr. Douglas 
was then given the more restricted task of making comments on dollar-sterling 
relationships that could be passed on to this commission. 

The Douglas Report started from the basic and highly sympathetic assump- 
tion that “‘ because sterling is a world currency its fuller convertibility 1s 
essential to the restoration of economic freedom in large parts of the world ~ 
Mr. Douglas did not feel it advisable to say anything about the provision of a 
financial cushion for sterling convertibility; there was nothing in his report 
about a stabilization loan, or about proposals for an increase in the dollar 
price of gold, or even about an increase in the dollar-lending capabilities of 
the International Monetary Fund. But Mr. Douglas did come out strongly 
in favour of special efforts to foster private American investment abroad, and 
he wanted ‘to see special techniques tried for guaranteeing of such invest- 
ment by agencies of both the British and American Governments. He also 
pleaded for greater stability of American purchases of raw materials, and 
complained ‘forcefully of “the maintenance by the United States of trade 
policies which were more appropriate to a debtor than to a credit country, 
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the persistent and stubborn maintenance by us of the policy of protecting the 
American market and subsidizing American services which foreign enterprise 
can more effectively and cheaply render ”’. 

One very heartening feature of the Douglas Report was the sense of 
urgency that underlay it. Mr. Douglas admitted that even in the most 
favourable circumstances considerable time would be required to pass legisla- 
tion aimed at establishing a freer American trade policy. But he feared the 
possible effect of such a delay on the momentum towards convertibility that 
has developed in recent months. He believed that this momentum could 
be maintained only if the Eisenhower Administration made an early and 
categoric announcement that it was “ the determined policy [of America! to 
work towards simplification of our customs practices and a_ progressive, 
vigorous and consistent realization of our restrictive foreign trade legislation ”’ 
He considered that unless American intentions could be made far clearer than 
they have yet been “ an extension of the liberty with which sterling can be 
converted into other currencies, would now seem to be doubtful ”. 

This report has been sent by President Eisenhower to the Chairman of 
the Commission on Foreign Economic Policy, Mr. Clarence Randall, with the 
comment that it “‘ represents in my opinion a real contribution to thinking in 
the field of dollar-sterling relationships. I commend the report to the earnest 
attention of you and your associates, as you undertake your canvass of the 
whole broad field of foreign economic policy’. The body that has received 
this carefully-phrased and non-committal recommendation, is the bi-cameral, 
bi-partisan commission that will look into the whole field of American foreign 
economic policy and that has been asked to publish its recommendations by 
March of next year; on the basis of these recommendations legislation will 
presumably be prepared in 1954 and 1955. 


Mr. RANDALL, A ‘‘CUSHION’’, AND THE I.M.F. 

The outside world should welcome the choice of Mr. Clarence Randall as 
chairman of this commission. He is an American industrialist of the most 
enlightened sort, a man who has nothing to learn about the duties of a world 
creditor power. Mr. Randall, however, has an extremely difficult team to drive. 
Although the President has padded the commission with some liberal nominees 
(including Professor John Williams of Harvard), the Congressional represen- 
tatives on it, and more particularly the Republican Senators, include some 
dyed in the wool protectionists. It is just possible that Mr. Randall might 
be able to turn in a liberal majority report from this commission (along 
the lines of the Douglas recommendations); but a liberal majority report 
that was bitterly opposed by a protectionist minority report would not be of 
much use in Congress’s present temper. Probably the very best that can be 
hoped for is an agreed report that would recommend America to take some 
very tentative steps towards customs simplification, the easing of shipping 
discrimination and reform of the Buy American Act; there may also be the 
hope of some kind words (though not much else) about reform of excess- 
ively high tariffs and about the desirability of greater private investment 
abroad. But any kind words about a stabilization loan or other forms of 
financial cushion for sterling convertibility seem unlikely. 

_ It is, therefore, on the International Monetary Fund that hopes must now be 
pinned by those who believe that a financial cushion would be necessary before 
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sterling could be made convertible. At the beginning of last month some 
strange rumours appeared in the British press that Washington was con- 
sidering a scheme whereby the cushion for convertibility might consist of the 
sum of between $2,000 and $3,000 millions that could be mobilized by aggre- 
gation of sterling area quotas at the I.M.F., together with an American con- 
tribution (through the I.M.F. or by other means) of another $2,000 millions 
to $3,000 millions. It seems clear that this was a “ leak ’’ about the British 
Government's hopes, not about the American Government's intentions. This 
is confirmed by the fact that the leader of the British delegation at the I.M.F.’s 
annual meeting, Mr. Reginald Maudling, later urged that members’ quotas at 
the I.M.F. should be increased. This suggestion drew no response, positive or 
negative, from the Americans. Another way in which a cushion of reserves 
for convertibility might be provided would be by an increase in the dollar 
price of gold. As usual, South Africa proposed this at the I.M.F. meeting: 
but the American delegate, Mr. Randolph Burgess, went out of his way to 
reject this proposal in the most categorical terms. 

Until America makes some announcement about whether it might coun- 
tenance an increase in I.M.I*. quotas, therefore, the best that can be hoped 
for is that the I.M.F. may lift some of the restrictions imposed upon the use 
of the (very limited) resources that it already has at its disposal. There has 
been some recent progress in this respect. In its latest annual report the 
[.M.F. draws especial attention to its scheme for the provision of stand-by 
arrangements which, under suitable conditions, give members an assurance 
that they will be able to draw on the Fund in case of need. The first specific 
arrangement of this kind was made with Belgium in 1952, and has been renewed 
for additional periods of six months since then. The Fund has announced 
that it will consider requests by members for stand-by credits and that it will 
apply to them the same standards as those applied to requests for immediate 
drawings. According to the report, “this arrangement was intended to 
remove the doubts that have led some members to the view that in formulating 
their policies they could not rely on Fund assistance ’. ‘This is a clear intima- 
tion by the [.M.F. that countries that are contemplating a move towards con- 
vertibility may use the stand-by credit arrangements as a means of expanding 
the cushion of international reserves that they have at their disposal. 

[In its report the Fund has this to say about the convertibility discussions 
in which it has participated: “‘ None of these discussions has yet reached the 
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stage where concrete proposals are available for examination or where decisions 
on a case by case basis have had to be taken. The Fund, however, has an 
active interest in these discussions and is prepared to consider what part it 
can effectively play in the furtherance of their objectives. The unused gold 
and convertible currency resources of the Fund are substantial and it is 
reasonable to expect that occasions for their use under appropriate conditions 
will occur more frequently in the future than during the last two or three 
years’. Since Britain has a quota of $1,300 millions at the Fund and since 
other sterling area countries have mobilizable quotas that aggregate around 
$850 millions, there is some conceivable cushion for sterling convertibility here. 
But it is not a very big one. 
CAUTION FROM E.P.U. 

While the International Monetary Fund naturally considers that it has 
a positive duty to urge members on towards convertibility, another body that 
has issued its annual report in the last month, the managing board of the 
European Payments Union, has found itself in a more anomalous position. 
It is now generally accepted that if two or three of the major E.P.U. currencies 
became convertible, the European Payments Union would necessarily disin- 
tegrate. In ideal conditions, if all member currencies were sufficiently strong 
to take the step to convertibility, E.P.U. would logically and naturally wither 
away. But it is obvious that this happy position does not yet obtain. 

The latest annual report of the managing board of the European Payments 
Union is quite candid about the theoretical desirability of gradually merging 
the Union into a wider and more multilateral system of payments. It agrees 
“that the Union as set out in the preamble to the agreement establishing it, 
is intended only as a temporary system designed to assist European countries 
until they are able once again fully to take their place in a world-wide system. 
[t follows that the system of the Union must be examined from time to time 
to see that it is helping the transition from regional to wider arrangements ”’. 
The report adds, however, that “in spite of its temporary nature the Union, 
by making possible a large increase in intra-European trade, has made an 
outstanding contribution to the recovery of European countries from the 
effects of the war and to the raising of their standards of living ”’. This reminder 
is obviously intended as a warning against any rash bolt into convertibility 
that would exchange its modest but real benetits for larger but more prob- 
lematical rewards. It is a safe conclusion that the authorities at E.P.U. would 
prefer to see Britain increase its liberalization quotas in intra-European trade 
before it tried to make sterling convertible. Some further British liberalization 
may well be announced before the end of this month; there is a meeting of 
the ministerial council of O.E.E.C. in the last week of October. 


DOLLAR INVESTMENT AND THE WORLD BANK 


The main conclusion that has emerged so far from this article is, therefore, 
that the prospects for the provision of a financial cushion for sterling conver- 
tibility in the near future do not seem bright; and almost every recent state- 
ment from responsible American statesmen—including, for example, the 
statements made last month before the Senate Banking Commission by the 
Secretafy of the Treasury, Mr. Humphrey, and the Secretary of Commerce, 


Mr. Weeks (who talked about taking away free “‘ crutches ’’ from Europe and 
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‘selling them a cane instead ’’)—has served to confirm this. The question 
therefore remains whether there is a hope of greater dollar investment and 
more liberal American trading (as distinct from financial) policies that might 
make some advances towards sterling convertibility possible. 

In feeding the flow of dollar investment no single institution 1s doing more 
to-day than the International Bank for Reconstruction and Development. In 
its latest annual report the Bank has been able to announce that up to the end 
of its last financial year (to June 30) it had lent $1,591 millions in twenty-nine 
countries. Since June 30 seven additional loans have been made (to Brazil, 
Iceland, Nicaragua and South Africa), amounting altogether to $73 millions. 
Still more loans are in course of preparation, and in the very near future the 
3ank will be called upon to supplement its depleted dollar resources by another 
issue of short-term bonds in the New York market. 

So far the World Bank's operations have been restricted to making fixed 
interest loans to governments or institutions that can receive a government 
guarantee. It had until recently been hoped that it might supplement this by 
taking an interest in the launching of an International Finance Corporation. 
As originally proposed the corporation was to be an affiliate of the World Bank. 
[It would make loans to private enterprise without government guarantee and 
would also participate with private capital in equity investment. Unfor- 
tunately the Bank’s annual report last month made it clear that the member 
countries on whom the proposed corporation would have to depend for the 
bulk of its funds have so far been unwilling to commit their capital. The 
matter is being kept under review, but further action has had to be deferred 
until sufficient financial support seems likely to be forthcoming, a development 
in which the United States Administration must obviously play the leader’s role, 

The World Bank is particularly keen to counter the impression that it is 
exclusively a source of dollar capital; and it has taken pains to induce European 
and other soft currency countries to release for loan operations the 18 per cent. 
capital subscriptions paid in by them in their own currencies. By the end of 
its last financial year the Bank had, in fact, loaned or allocated to loans the 
equivalent of $65 millions from these 18 per cent. subscriptions of countries 
outside North America. During last month’s annual meeting at Washington 
further releases were announced by such countries. Some of these, however, 
are more impressive as a gesture than as a prospective source of loanable 
funds. The undertaking by the French Government to release its 18 per cent. 
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in the form of French francs—to take one example—is unlikely to add to the 
resources effectively available to the Bank. 

Another potential source of dollar capital is the Americans’ own Export- 
Import Bank. The policy of this institution under the Republican regime is 
still uncertain. It is probable that the Bank will not actually run down its 
lending to the outside world, but Mr. Humphrey has declared himself against 
lending American taxpayers’ money to build up foreign competition for 
American business concerns. An attempt is therefore being made to float off 
into the private American capital market foreign securities that the Export- 
Import Bank has taken up. 


G.A.T.T. AND THE NEXT COMMONWEALTH CONFERENCE 

A week after the annual meetings of the I.M.F. and World Bank came the 
conference of the contracting parties of the General Agreement on Taritfs and 
Trade, which began in Geneva in mid-September. Four main problems lie 
before this conference. First, it seems likely that the tariff schedules nego- 
tiated at previous G.A.T.T. meetings will be successfully extended beyond 
the end of 1953—either up to end-1954 or to mid-1955. Secondly, the Japanese 
request for provisional association with G.A.T.T. is coming before the meeting, 
with American support; Britain has indicated that it would prefer to see this 
application postponed, and if the matter comes up for a vote Britain will 
abstain on this issue and also abstain from participation in any new obligations 
that are undertaken. Thirdly, Britain itself is asking G.A.T.T. to allow it to 
increase duties on certain goods while still continuing to allow duty-free entry 
for those same goods from the Commonwealth; the British Government's 
intention here is apparently to raise its tariffs on certain European fruits and 
vegetables, as an alternative to the present rigid system of quota restrictions 
on such imports. Fourthly, Australia is calling for a full-scale review of the 
whole general agreement next year. This is a manoeuvre that seems to spring 
from political and protectionist pressures; it deserves little sympathy. 

On the first day of the G.A.T.T. meeting, Mr. Thorneycroft, the President 
of the British Board of Trade, gave a lucid description of the state of limbo in 
which the whole problem of international trade and payments necessarily 
finds itself while the world awaits the report of the Randall Commission—and 
American action thereon. Mr. Thorneycroft said that at the present session 
of G.A.T.T. members should refrain from taking “ decisions of major policy 
calculated to strain the whole structure of the organization’ because until 
“a fundamental change in American policy’ takes place ‘‘ any attempt to 
cure the chronic unbalance which exists to-day is doomed to failure’. “‘A 
large range of potential exports to America’’, said Mr. Thorneycroft, “ is 
faced with tariff rates of 50 per cent., 60 per cent. or even more. There are 
notorious difficulties of customs valuation which vastly increase the real 
burden of tax. There is the Buy American Act. There is the discriminatory 
shipping policy. There are the very reciprocity provisions which inhibit the 
unilateral lowering of trade barriers, which is axiomatic to a solution of un- 
balanced trade’”’. This speech suggested that the British Government now 
feels that it can do no more than mark time in trade and payments policy, 
with its eyes turned anxiously towards Washington. 

It should be added that the American representative at G.A.T.T., Mr. 
Waugh, caused some hopes to rise when he read a message from President 
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Eisenhower that declared that the 


coming year may prove to be an appro- 
priate time’ for a general review of international trading policies, and when 


‘ 


he said that the American administration hoped to take “ appropriate legis- 
lative and other action ’’ during the early months of next year. This might 
be taken to hold out the promise of a speedier American legislative timetable 
than the pessimists had assumed. But it is doubtful if anything more will 
be done than to extend the American Reciprocal Trade Agreements Act 
(which falls due for reconsideration in June, 1954) to mid-1955; and then to 
use the year’s breathing space thus provided for cautious suggestions to Con- 
gress In line with any recommendations that emerge from the Randall Com- 
mission. 

Meanwhile it has apparently been decided to hold another Commonwealth 
Economic Conference in about three months’ time, in Canberra. The timing 
of this meeting is not readily understandable, for the delegates at it (they will 
include Mr. Butler) are not likely to know any more about American intentions 
then than they do now. In these circumstances the most that can be expected 
is some further discussion of the dollar-saving and dollar-earning investment 
projects that were talked about last December, some minor advances towards 
freer trade and payments (with the formulation of more deliberate plans for 
action in case the Randall Report proves to be more liberal than at present 
seems likely), and possibly some discussion of developments in sterling policy 
that would be needed if a business recession occurred in America. But unless 
the meetings and reports in the past month have been wholly misleading as 
guides, genuine sterling convertibility seems to be as far away as ever. 





British Banks in Town and Country 


An Artist’s Sketchbook 
By Geoffrey S. Fletcher 


OUDHURST, in Kent, is a happy example of an English village that 
(jie twentieth century has had the sense to leave largely unspoiled. 

Even its newer buildings have been carefully constructed to harmonize 
with the village atmosphere. One of those newer buildings is the tiny but 
delightful branch of the Westminster Bank, which is the subject of this month's 
page in our sketchbook. 

Goudhurst consists mainly of a narrow High Street, rising steeply to the 
ancient parish church. On both sides of the street are a profusion of brick, 
stone and tile-hung buildings with curious gables of ancient type; but this 
old-world atmosphere does not prevent the village from showing every sign 
of being alive. A central feature is the Eagle and Star, a medieval inn abutting 
on to the churchyard. On each side of the street the shops and public buildings 
fit into the background. The post office, for instance, has the great projecting 
lamps so familiar a century ago; and the butchers’ and fishmongers’ shops 
are decorated with twists of coloured paper displaying meat, fish and poultry 
on delightfully cool-looking slabs. Many of these shops are partly open to 
the air; and, as in France, they sport a generous display of ferns and old- 
fashioned aspidistras. 

It is no mean feat to have designed a bank that does not jar with all this 
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Specially drawn for THE BANKER 
Westminster Bank, Goudhurst, Kent 


—to prove that ferns and finance can mix. As the picture shows, however, 
this Lilliputian and unexpected branch of the Westminster actually adds to 
the delight of the village. It has a small, neat foreground planted with 
bushes, and the building is constructed in herring-bone and other patterned 
brick-work and half-timber. The door is of oak and of Tudor character, and 
in the background of the drawing can be seen a typical Kentish oast-house 
whose conical roof, carried out in red tiles, is echoed in the roof of the bank 
itself. Goudhurst is in the centre of one of the great hop-picking regions of 
Kent, and at the time that the drawing was made it was busy with East-enders, 
with swarthy hop-pickers pushing their belongings in perambulators, and with 
more than a sprinkling of the Romany element. 
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The Sterling Area after the Boom 
By A. R. Conan 


INCE the end of the Korean boom the sterling area has been functioning 
in circumstances that imply a reversal of the characteristic trends of 
earlier post-war years. For the first time since the war, the expansion of 
international trade has been checked, commodity prices have been falling, and 
deflationary conditions have prevailed rather generally. If the old trends do 
not reassert themselves—and, still more, if the new trends become accentuated 
the change of climate will have far-reaching implications for the sterling 
area. Its problems, and the prospect for its balance of payments, will need to 
be examined afresh, and judged by quite different tests than those applied in 
earlier years. The purpose of this article is to consider this reorientation in 
the light of recent experience, and to attempt an estimate of the actual or 
probable reaction to the new forces now operating. 

Even an outline survey of this kind must recall at the outset the highly 
complex character of the sterling area and its balance of payments. Members 
of the system include creditor countries such as the United Kingdom and 
[reland, with an income from foreign investments, the debtor countries of the 
overseas sterling area who have to pay interest on capital borrowed from 
abroad, and countries like South Africa and Southern Rhodesia where equili- 
brium in the balance of payments depends mainly on gold. Again, whilst the 
United Kingdom, the largest member of the system, is highly industrialized, 
the overseas members (whose trade, in the aggregate, exceeds that of the 
United Kingdom) are dependent mainly on agriculture or mining.  Further- 
more, in the context of the dollar problem, some members normally have a 
dollar surplus whilst others are in deficit on dollar account. 

The system's composite balance of payments necessarily corresponds to 
this structural diversity and must develop accordingly. Thus a general fall 
in international prices tends to benefit creditor countries as such and also 
gold producers, which gain through the increased real value of gold, while 
debtor countries are adversely affected by the increase (in real terms) in the 
burden of debt. Similarly, high importance attaches to changes in particular 
prices: an industrial country such as the United Kingdom is interested chiefly 
in a relatively low level of prices for primary products, whilst the reverse 1s 
true of overseas sterling countries. Again, the prices of the staple dollar- 
earning commodities are naturally a main determinant of dollar receipts. The 
outturn for the system as a whole is, of course, the resultant of all such forces. 

Some marked changes were already apparent in 1952. The sterling area 
current balance (as computed from the payments statistics of individual 
sterling countries) had swung from an aggregate surplus in 1950 to an aggregate 
deticit of about £550 millions in 1951; but last year, as Table I shows, the 
deficit was reduced to approximately {250 millions. The breakdown by 
countries shows that whilst the United Kingdom and the Colonies as a group 
were both in surplus in 1952, each of the others—the independent Common- 
wealth members and Ireland—were in deficit. Australia’s deficit of about 
{140 millions was nearly as large as in 1951; Ireland and New Zealand together 
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accounted for a further £45 mullions, South Africa and Southern Rhodesia 
together for over {100 millions, and India, Pakistan and Ceylon for well over 
{150 millions. The surplus of the Colonies was only about one-third of the 
average figure for 1950-51. 

In the light of these facts it is clear that last year’s better outturn for the 
system as a whole was a result of rather localized conditions. It was primarily 
due, in fact, to the large reduction (by £650 millions) in the United Kingdom's 
adverse balance of visible trade, supplemented by an improvement of approxi- 
mately #50 millions in Ireland and £50 millions in South Africa and Southern 
Rhodesia taken together. These gains were sufficient to effect a reduction 
in the adverse balance of visible trade of the system as a whole. There was a 
deterioration, however, in the visible trade balance of most other countries. 
A fractional improvement in Australia was much more than offset by the 
emergence of a considerable deficit in New Zealand; whilst the visible 
balances of India, Pakistan, Ceylon and the Colonies worsened in the aggregate 
by approximately 4400 millions. There was a marked deterioration in India 

TABLE I 
STERLING AREA CURRENT BALANCE * 


(4 millions) 


1950 195! 1952 
United Kingdom .. aS = ty = i t+ 298 402 - I70 
Ireland 34 607 17 
Australia .. od - os ~ re - 28 — I5I1 14 
New Zealand Es ‘a =" - oF 15 - 19 - 26 
South Africa , - ws al is 104 ~ 65 
Southern Rhodesia “a - es he 20 - 5! {I 
14- 

India 7 mr a a 4 - + 43 44 37 
Pakistan .. a ee es as a 16 50 Q2 
Ceylon _ o a a eo oe t I] Q 30 
Colonies... - Ba = fea a ~ 140 - 178 52 

Total .. 7 ° os 400 550 250 


* Excluding foreign members of the system. 


(though an improvement in invisibles offset this), the formerly favourable 
balances of Pakistan and Ceylon became adverse, and the Colonies’ visible 
surplus fell by £175 millions. 

One major cause of these diverse changes was the general reduction in the 
volume of trade, especially in import trade. The improvement in the visible 
trade balances of the United Kingdom and Ireland, and probably in that of 
south Africa also, was very largely brought about by the reduction in import 
volume; in Australia and India the same factor limited the size of the adverse 
balance, whilst in New Zealand heavier imports were partly responsible for the 
emergence of a deficit. Changes in export volume were probably a minor 
influence, but an increase in several countries (Australia, New Zealand, Ireland 
and Southern Rhodesia) contributed to the final result. 

No less significant than changes in the volume of trade was the trend of 
export and import prices. The improvement in the United Kingdom's terms 
of trade through the fall in import prices was mainly responsible for its swing 
into surplus on its aggregate balance of payments; but, of course, this move- 
ment in relative prices had other effects also. It naturally worked in the 
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opposite direction in much of the overseas sterling area although the effects 
were to some extent limited by the import cuts. Its magnitude may be gauged 
from the fact that in the United Kingdom it was estimated to have accounted 
for approximately £330 millions of the reduction in the adverse trade balance. 
Changes in relative prices on this scale were clearly a major cause of the emer- 
gence of disequilibrium in the balances of payments of a wide sector of the 
overseas sterling area; the effect was particularly severe in India, Pakistan, 
Ceylon and the Colonies. 

Attention should, perhaps, also be drawn to the possible influence of a 
general fall in international prices, as distinct from changes in relative prices. 
Although this influence was not so prominent last year as the other factors 
mentioned, it may be significant as a pointer to future developments that an 
improvement was registered in the two creditor countries of the system (the 
United Kingdom and Ireland) as well as in the two countries where equili- 
brium in the balance of payments is primarily dependent upon gold (South 
Africa and Southern Rhodesia). These are the countries that had been adversely 
affected by one of the fundamental changes of the war and post-war years— 
the general rise in world prices that increased the adverse trade balance of 
creditor countries (without increasing to an equivalent extent the resources 
available to cover it) and reduced the real value of the gold output. A reversal 
of that movement should correct, at least in part, the disequilibrium brought 
about by the original rupture of established price relationships. 

GOLD IN A RECESSION 

The means by which such a change might ensue from a general decline in 
prices can perhaps be most clearly seen in the particular case of South Africa. 
It has been pointed out in that country that a recession or depression in the 
world at large would have advantages as well as disadvantages for the Union. 
Not only would gold in such circumstances command a larger purchasing 
power abroad as world prices fell, but, in addition, the gold mining industry 
(now operating below capacity) would benefit through lower costs and more 
abundant labour supply, and should therefore be able to increase its output. 
The effect of these favourable conditions would be intensified by the large 
increase in the Union's gold output that is expected in any case during the 
next few years, as the new Orange Free State mines come into operation. 
All this is quite apart from the fact that a severe recession in the United 
States might occasion a rise in the dollar price of gold. 

This analysis is important not only because of its application to South 
Africa but also because it can be generalized over a wider field; what 1s true 
of South Africa is to a very great extent true of the sterling area also. Con- 
sidered as a monetary system the sterling area was and is essentially a gold- 
producer; sterling countries account for five-sixths of the gold output of the 
non-dollar world (excluding Russia). The sterling problem is, indeed, very 
largely a gold problem, since in the composite balance of payments of the 
system gold provides much of the cover for the adverse trade balance. Any 
influences that stimulate an increase in the quantum or value of the gold 
output of sterling countries are therefore highly relevant to the viability of 
the system. In the special case of the dollar problem this is self-evident: an 
increase in the purchasing power of gold and an associated increase in gold 
production would enable the gold-producing countries of the sterling area not 
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only to cover their own dollar deficits more easily, but also to contribute more 
effectively to the dollar pool. 

Further support for this view is afforded by a reconsideration of the 
experience of the sterling area during the depression of the ‘thirties. Conditions 
at that time were very neatly the reverse of those prevailing after World War 
II. The United Kingdom balance of payments benefited from the general fall 
in world prices and especially from the favourable movement in the terms of 
trade occasioned by the exceptionally heavy fall in primary product prices. 
Correspondingly, primary producing countries encountered severe difficulties 
in their balances of payments; in some of them, such as Australia and New 
Zealand, these difficulties necessitated exchange depreciation. In others, 
however, special features of their payments structure enabled them to avoid 
depreciation. In South Africa the increase in the sterling price of gold after 
the departure of the United Kingdom from the gold standard stimulated gold 
production and thereby assisted the South African balance of payments. In 
India the increase in the price of gold attracted large quantities of gold from 
hoards, for sale on the world maaet, with the same effect. In Ireland the 
existence of income from external assets, which increased in real terms as 
prices fell, to some extent offset the deterioration in the visible trade balance. 
All these forces helped to re-establish the sterling area in its external relation- 
ships during the pre-war years; it is perhaps legitimate to draw attention to 
the fact that there is a rough parallel between them and the present trends in 
the world economy. 

It is, of course, too soon yet to be able to state with any certainty how 
far these trends are likely to be carried; whether, for example, something 
approximating to pre-war price levels may be re-established. Although com- 
modity prices have now been falling for over two years, there have been few 
signs of an upturn; and there is some prospect that, because of recent political 
developments, the fall may continue. Again, when certain staple commodities 
are examined, it may be concluded that they have so far escaped the prevailing 
downward trend; among these are some of primary importance to the sterling 
area. [he maintenance of a surplus in the balance of payments of the Colonies, 
for example, may in part be attributed to the fact that prices of cocoa and 
copper have been well maintained at a high level. Again, the recent favourable 
outturn in Australia and New Zealand is largely due to the fact that wool 
prices were rising at a time when other commodity prices were falling; and 
also, in Australia, to the maintenance of wheat prices at a high level. It might 
be unwise to count on the continuance of these conditions: copper prices have 
recently begun to fall, wheat is generally believed to be over-valued, wool 
prices are especially volatile and cocoa, a luxury product, is highly vulnerable 
in the event of a depression. 

THE DOLLAR ACCOUNT 

Any review of the dollar problem of the sterling area must embrace the 
area as a whole, including South Africa. (The Union, although not a member 
of the dollar pool, contributes to it large quantities of gold, and the amount 
that can be made available in this way depends on the relationship between 
South Africa’s dollar needs and dollar resources .) Estimates of the sterling- 
dollar balance of payments in recent years are set out in Table II. They omit 
visible and invisible balances with the dollar countries other than the United 
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States and Canada; but it is only by making these omissions that one can 
secure sufficient detail to show separately the three constituents of the total 
dollar deficit—visible trade, invisible items, and gold—and to apportion 
responsibility for it between the United Kingdom and the rest of the sterling 
area. 

It will be seen that changes from year to year in two of the three constituents 





of the aggregate balances—in invisibles and gold—have been relatively small. 
Invisible items taken as a whole are now of little importance, since the con- 
siderable surplus of the United Kingdom 1s almost offset by the deficit of the 
overseas sterling area. Gold remains of the highest importance, and 1s still 
the major dollar export; but it is constant at around $500 millions a year. 

Very different are the figures for visible dollar trade, which is, of course, 
the main item. Large changes, it will be seen, have occurred from year to 





year: in 1952, for example, the adverse trade balance rose twofold. The 


TABLE II 
STERLING AREA CURRENT ACCOUNT WITH UNITED STATES AND CANADA 
(millions U.S. dollars) 


Pre-war 1949 1950 I95I 1952 

United Kingdom 
Exports .. i Ke és 300 600 750 goo goo 
Imports .. a -: - 800 1400 1000 1550 1400 
Trade Balance. . .. = 500 — 800 — 250 — 650 — 500 
invisibles .. + 3150 + 50 + 250 + 100 + 200 

Rest of Sterling Area 

Exports .. + ‘ee 400 1100 1500 2050 1600 
Imports - a v 350 1500 1000 1700 1700 
Trade Balance.. .. + 50 — 400 +- 500 + 350 — 100 
Invisibles ws na — * — 150 — 100 — 200 — 150 

All Sterling Area 
Trade Balance .. a .. — 450 —1200 250 — 300 — 600 
Invisibles ye oe .. + 1350 — 100 + 150 — 100 — 
Gold - is on 1 500 500 500 500 500 
Current Balance .. - .. + 200 — 800 + goo + 100 — 100 


* Very small ; included in United Kingdom figure, which is itself an approximation. 
Source: United States and Canadian balance of payments estimates; figures for sterling 
area gold production have been added. 


United Kingdom's debit balance improved, but the overseas sterling area's 
surplus gave way to a deficit. This deficit, in turn, was a result of the heavy 
fall in dollar exports of the overseas sterling countries; their dollar imports 
were on balance almost unchanged. 

These changes in the dollar account are in contrast with those shown in 
the total balance of payments considered earlier in this article. The total 
balance of the sterling area improved markedly in 1952, but its dollar balance 
deteriorated. A comparison of the data explains these divergent trends. In 
the aggregate account (Table I), the swing of the United Kingdom from large 
deficit into surplus was sufficient to produce a highly favourable change in 
the total, notwithstanding a deterioration in the overseas sterling area. But 
in the dollar account, although the United Kingdom’s deficit was reduced, the 
change in absolute terms was rather moderate, amounting to no more than 
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$150 millions in visible trade; whereas the change in the overseas sterling 
area from visible surplus to visible deficit involved a deterioration of no less 
than $450 millions. 

A major implication of the analysis is that in visible dollar trade the 
United Kingdom is now less important than the overseas territories; its 
dollar imports are lower, and its dollar exports much lower, than those of the 
rest of the sterling area. This is not only in contrast with the pre-war situation 
but becomes of special relevance when price changes (to which the staple 
exports of the overseas sterling area are particularly prone) can in one 
year cut the value of dollar exports from the major sector of the system by 
some 25 per cent. It is relevant also to the fact that, notwithstanding the 
heavy fall in its dollar exports, the overseas sterling area in 1952 imported 
from dollar sources at the same high rate as in the preceding year (export 
prices in dollar countries were practically unchanged). Thus, although the 
United Kingdom maintained its dollar exports and achieved a considerable 
reduction in imports, the adverse trade balance of the whole system rose 
sharply. In the light of these facts it is hardly necessary to emphasize the 


TABLE III 
CURRENT DOLLAR BALANCE OF PRINCIPAL MEMBERS 
(millions U.S. dollars) 


1950 1951 1952 
United Kingdom — 249 — 1194 — 454 
Colonies ‘es + 437 + 479 + 361 
Australia — 15 + 116 —- 119 
New Zealand .. + 23 + 25 + 2 
Southern Rhodesia + I4 + 9 + 8 
India ; + 52 —- 121 — 250 
Pakistan —- I4 - 74 —- Al 
Ceylon .. + 62 + 30 + 2 
Ireland —- 43 —- 65 —- 36 
South Africa i + 268 + 123 + 10g 
Source : Balance of payments statements of individual countries. The figures 


represent (as far as possible) the current balance with the dollar area, taking 
account of gold production. 


importance of maintaining the terms of trade of the sterling area’s primary 
producers. 

The net effect upon the whole area of a general fall in price levels would, 
of course, be very different from that of the recent fall in primary prices, for 
in such circumstances gold progressively regains its function as an equilibrating 
item. Although any price movement of this kind restores at least in part the 
purchasing power of gold in terms of dollar imports, it can hardly be said that 
up to the end of 1952 much progress had been made on this front, since the 
United States export price index was still nearly twice as high as before the 
war; there are, however, some prospects that it may be going to fall soon. 
At the 1952 volume of trade it would need no more than an average fall of 20 
per cent. in the prices of both dollar exports and dollar imports to bring the 
adverse trade balance to a figure almost equal to the current gold output; a 
50 per cent. fall would yield an appreciable surplus. Price movements within 
this range do not seem improbable in view of the fact that between 1946 and 
1951 the United States export price index rose by over 25 per cent. and the 
import index by over 50 per cent. 
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As it is, however, the data on the dollar accounts of individual sterling 
countries suggest that it may not be easy to attain viability. The United 
Kingdom deficit for 1952, at under $500 millions if defence aid is credited, 
was indeed not much greater than before the war and less than half the figure 
recorded for some post-war years. Moreover, as will be seen from Table TIL, 
it was very nearly covered by the surplus of the Colonies—although this, at 
under $400 millions, was much smaller than in either of the two preceding 
years. The Irish deficit, too, was heavily reduced by a cut in imports. On the 
other hand, Australia was again in deficit as a result of lower earnings from 
wool, while the small New Zealand surplus was virtually eliminated. More 
serious was the position of India, Pakistan and Ceylon, considered as a group. 
Here there was a heavy shortfall; the combined dollar deficit of India and 
Pakistan rose from $200 millions in 1951 to $300 millions, whilst the small 
surplus still retained by Ceylon in the earlier year nearly disappeared in 1952. 
The strain caused by the deterioration in this Asian group is the more critical 
because at one time it normally had a dollar surplus. 

The figures given here do not measure the flow of dollars into and out of the 
dollar pool, because they take no account of special dollar grants and other 
capital movements, which partially financed the dollar deficits of several 
countries. Australia, for example, drew only $50 millions from the pool, 
while India drew $118 millions, notwithstanding large dollar credits on account 
of the American food loan and other aid. But the data plainly demonstrate the 
unsatisfactory state of the pooling system last year when, apart from South 
Africa, only the Colonies earned considerable sums for transfer to the pool. 

Given these conditions and current trends, the outlook for the immediate 
future is rather doubtful. On the one hand, a further improvement in the 
United Kingdom dollar account seems probable this year, and it is perhaps 
not unreasonable to expect that thereafter a reduction in dollar imports on 
defence account may in part offset the reduction in defence aid. On the other 
hand, given a continued decline in export prices, it appears unlikely that the 
Colonial surplus can be maintained at last year’s level; it might even fall as 
low as the 1948-49 average of some $200 millions. In Australia the future 
course of wool prices and the extent of United States’ purchases of Australian 
wool will no doubt be the decisive influences. In India, Pakistan and Ceylon 
the adverse trend for some of the main tropical products may continue to affect 
dollar-earning capacity; another factor in this group of countries is the extent 
to which food requirements necessitate heavy dollar expenditure. 

On the whole, it is difficult to see grounds for an improvement in the 
overseas sterling area in the immediate future. Naturally, much will depend 
on the extent to which dollar expenditure can be reduced, but a major diff 
culty in efforts to minimize this expenditure is ‘hat the price index for dollar 
goods has hardly fallen below the peak attained in 1951. An offsetting factor 
is the prospective increase in the output of gold in South Africa as the Orange 
Free State mines come into fuller production; by 1954-55 these are expected 
to yield an additional $70 millions a year. This additional production, supple- 
mented by the increasing output of uranium, which is as good as gold, should 
usefully fortify the South African dollar surplus; but the prospective gain 
here is small in relation to the actual or potential deficits of other sterling 
countries. 
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American Review 


T the end of the first week of September Wall Street was hit by a wave of 
selling, which continued without pause for four working days. In this 
period, with the volume of trading much heavier than for some time past, 
the Dow Jones average for industrial stocks lost Io points to 255.49 and that 
for railroad stocks lost 6.46 points to 90.56; these were the lowest levels for 1953 
to date, and compared with peaks of 293.79 for industrials and 112.21 for 
rails reached in the early months of the year. After September 14 the market 
attempted a rally, but it was noticeable that turnover fell away heavily as this 
rally developed. By September 24 the average for industrials stood at 262.45 
and that for rails at 94.04, and the tone of the market could only be described as 
uneasy. Market analysts point out, however, that there are no massive speculative 
positions (on the 1929 scale) awaiting liquidation, that dividends are still at (or 
very close to) post-war peaks, that the margin between distributions and earnings 
is generous, and that yields still range between 54 per cent. and 7 per cent. over a 
wide selection of good-class industrial and rail securities. Even if business activity 
turns down, Wall Street seems much less vulnerable than at the end of the 1920s. 
Meanwhile, the business situation itself has undergone no marked change in 
the last few weeks, although it continues to point here and there towards 
decline. Industrial production during August recovered most of the seasonal fall 
that occurred in July, the Reserve Board’s index rising from a (revised) level of 
233 to 238. Most of the rally took place in non-durable goods, where the index 
of production rose from 192 to 198. Partial indicators for September are indecisive, 
though there seems to be an increasing belief that steel output may ease in the 
final quarter of the year; there has recently been a marked softness in prices for 
steel scrap. There are also some signs that the long-expected downturn in the 
automobile industry may be beginning; but commodity prices generally have 
remained poised between their high and low points for the current year, the 
Moody index (193I=100) standing at 413 in mid-September, against 421 a month 
earlier. 


INVESTMENT AND EMPLOYMENT 

Preliminary estimates suggest that expenditures for new plant and equipment 
have been running at a seasonally adjusted annual rate of $28,400 millions through- 
out the third quarter of the year; this is a new post-war peak, and compares with 
$28,000 millions from April to June. It is still reasonable to expect, however, 
that these expenditures will fall in the fourth quarter; the Department of Com- 
merce expects them to come down to an annual rate of about $27,000 millions— 
in contrast with both 1951 and 1952 when investment increased sharply towards 
the end of the year. If this Department of Commerce estimate for the final quarter 
proves correct, new plant and equipment expenditures will total almost $28,000 
millions for 1953, a gain of about 5 per cent. on 1952. New construction expen- 
ditures, too, especially residential construction, are expected to decline in the fourth 
quarter; in fact, the decline seems already to have started, though expenditures 
to date are still well above last year. 

Employment, however, touched a new post-war record of 63.4 millions during 
August, with non-farm employment rising to 56.1 millions. Unemployment is thus 
at a new post-war low point of 1.2 millions, or no more than 1.9 per cent. of the 
civilian labour force. Total business inventories rose again, by $650 millions, to 
$78,150 millions in July; but this advance was matched by a rise in total sales 
(to $49,900 millions), following a decline in total turnover in both May and June. 
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Personal incomes continue their steady increase, to an annual rate of over $288,000 
millions in August; while consumer credits touched $27,200 millions—a gain of 
about $170 millions on the month—though it does now seem that the pace of 
expansion here is beginning to flag. 





>> 


THE ACCOMMODATING “ FED. 

Throughout August, the Federal Reserve Board made only minor purchases 

of Government securities; its portfolio rose by $162 millions, to $25,126 millions, 
between July 8 and September g. The monetary gold stock is still declining and 


American Economic Indicators 





1950 IQ5I 1952 


Production and Business: 


Industrial production (1935-39 =100).. 200 220 219 242 241 241 233 
Gross private investment (billion $) .. 50.3 53.5 52.1 a a 61.0 
New plant and equipment (billion $).. 20.6 25.6 260.5 ~— —— 28.0 
Construction (million $) — a 2,396 2,574 2,094 2,926 2,909 2,860 2,870 
Business sales (billion $) ea nm — 44.5 5.6 49.9 49.3 49.3 49.9 
Business stocks (billion $) ‘“s i _— 74.0 4.9 76.0 77.1 77.5 78 
Merchandise exports (million $) a 856 1,164 1,098 1,384 1,430 1,374 = 
Merchandise imports (million $) 4 738 O14 893 +=+1,028 920 934 oes 
Employment and Wages: 
Non-farm employ ment (million) -- 52-4 53-9 54-4 55-1 55-2 55-2 55-2 
Unemployment (’o000s) .. .. 3,142 1,879 1,673 1,582 1,562 1,562 1,548 
Unemployment as % labour force os 5.0 3.0 2.4 2.5 2.4 2.4 1.9 
Hourly earnings (mfg.) ($) - » Oe BO 1.67 1.75 es. 1.77 1.77 
Weekly earnings (mfg.) ($) - .. 59-33 64.71 67.97 71.40 71.63 71.63 71.51 
Prices: 


Moody commodity (1931 =100) euigh 516 J35 “) 418 


Low 347 45! 399 


Farm products (1947-49 =I00).. «+ OF.§ 393.4 107.0 97.5 GIO O3:2 97:9 
Industrial (1947-49 = 100) ‘ 105.0 115.9 113.2 113.3 113.5 113.8 114.8 
Consumers’ index (1947- 49 = 100) .. 102.8 I11.0 113.5 113.7 114.0 114.5 I14.7 
Credit and Finance: 

Bank loans (billion $) 52.2 57-7 64.2 65.3 65.5 65.5 £65.7 
Bank investments (billion $) 4.4 74.90 77.5 T7343 2.6 93.0 797.2 
Bank loans (weekly) (billion $) 7.5 26 2.2 23 23.6 238 224 
Consumer credit (billion) 20.8 23.5 23.7 2.2 2.7 27:0 27.2 
Treasury bill rate (%) .. 1.22 1.55 ey ne ae ee ae 2.10 
U.S. Govt. Bonds rate (%) 2.32 2.57 2.68 2.97 3.09 3.09 2.99 
Money supply (billion $) 1“ .. 180.6 189. 8 200.4 192.2 I192.I 192.4 193.0 
Federal cash budget (+ or —) (million $) +450 +1,244 — 1,641 — — -— 2,375 — 


Notes.—Latest figures are preliminary or cutnnaed For 1950-52, actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money supply, 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody’s 
spot commodity index shows high and low, 1950-52, and end-month figures this year; other 
commodities show monthly averages. Investment figures, 1953, are quarterly and at annual 
tates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1950-52, and quarterly 1953. 


the commercial banks have lost both reserves and deposits through increases in 
the note circulation and in Treasury, foreign, and other deposit funds. The 
banks’ excess reserves fell below $400 millions early in a oma with member 
bank borrowing at the Federal Reserve rising to nearly $500 millions. But the 
banks are not really anxious about their cash position, for there is every sign that 
the Federal Reserve is going to be very accommodating about supplying the new 
funds that the banks will certainly need to meet seasonal increases in the note 
circulation and in business loans. So far, industrial and farm loans have risen 
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only moderately; the average weekly level for reporting banks was $22,900 
millions in August compared with $22,600 millions in July. 

The general belief that the ‘‘ Fed’ is now ready to follow an easy money 
policy has helped the Treasury Bill rate to fall steadily; it fell very sharply, to 
only 1.634 per cent., immediately after the reduction of rates in London and Paris. 
Before that further dip, there had been another successful refunding operation 
by the Treasury. Some 40 per cent. (or about $3,000 millions) of the $7,806 
millions of maturing Treasury 2 per cents. have been exchanged for 22 per cent. 
three and a half-year notes, and about 60 per cent. (or over $4,500 millions) have 
been exchanged for 22 per cent. one-year certificates. Only $263 millions of the 
maturing issue was encashed. 





International Banking Review* 


Australia 

HE Budget statement for the year to June 30, 1954, provides for tax con- 

cessions amounting to {A118 millions. Company taxation is being cut by 

upwards of a shilling in the pound, and income tax by an average of 12} 
per cent. Sales tax is to be reduced and simplified to a flat rate of 163 per cent., 
entertainments tax is to be abolished altogether, and the excise on spirits reduced 
to 2Is.agallon. Revenue for 1953-54 is estimated at £Ag82.1 millions—fractionally 
higher than expenditure, estimated at £Ag81.9 millions. Sir Arthur Fadden, the 
Federal Treasurer, said that the aim ef the Budget was to give the utmost possible 
encouragement to individual effort, business enterprise, and personal and business 
Saving. 

Further important relaxations in the import restrictions imposed in March, 
1952, have been announced. ‘‘ Category A’’ (more essential) imports are to be 
increased from 80 to 90 per cent. of their level in the base year 1950-51, and 
‘““ Category B’”’ imports (mainly consumer goods) from 40 to 50 per cent. of base 
year imports. These relaxations do not apply to goods from dollar countries or 
Japan; but imports from Japan are to be increased in line with other non-dollar 
imports through less stringent licensing arrangements. It is understood that all 
goods subject to administrative licence are to be granted licences freely, and this 
may well prove to be the most important relaxation of all. Altogether, the extra 
imports to be permitted are estimated at £A45 millions. 

A large number of Australian companies (including some whose parent com- 
panies are in Britain) have applied for increased tariff protection for their products 
against imports from Britain. The companies complain of the serious handicap 
imposed by Australia’s high cost structure. 

In December, the newly-established Commonwealth Trading Bank of Australia 
will take over the commercial banking business of the Commonwealth Bank of 
Australia (which is now carried on in its General Banking Division). The new 
bank will still be under the direction of the Board and Governor of the Common- 
wealth Bank, but it will have its own General Manager. 


Austria 


The Austrian National Bank reduced its discount rate from 5 to 4 per cent. 
on September 23. 


—————— 





* News of United States banking appears in ‘“‘American Review ”’ (page 239). Brief editorial 
discussion of particular items of international banking news appears in “A Banker’s Diary 
(pages 195-200 in this issue). 
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Brazil 
A trade agreement concluded with Western Germany provides for an increase 
in total trade between the two countries to the equivalent of $115-$145 millions 
per annum. Brazilian commercial arrears to Germany amount to fully $95 
millions, and it is hoped that under the new quota arrangements Brazil will succeed 
in paying off a substantial portion by achieving a trade surplus with Germany. 


British Guiana 


A mission sent to investigate possibilities for capital development by the 
International Bank for Reconstruction and Development has recommended a 
five-year economic development plan. The mission’s proposals would involve the 
Government in capital outlays amounting to £13? millions over the five years; the 
mission considered, however, that most of this could be obtained from interna! 
sources. 


Burma 

The Budget statement for 1953-54 estimates a deficit of Rs. 380 millions; 
this is to be met from accumulated reserves. 

Mr. U. Tin, the Finance Minister, announced in the course of his Budget 
statement that all existing trade preferences will be terminated at the end of the 
year. A single rate tariff with a simplified classification will replace the existing 
system of standard and preference rates. 


Ceylon 


External assets fell by a further Rs. 152 millions over the first six months o 
this year, and now stand at Ks. 685 millions. 

The Government has accepted a report prepared by Sir Sydney Caines, the 
Vice-Chancellor of the University of Malaya, that stresses the limitation of Ceylon’s 
resources—and the threat to its standard of living arising from anything but 
their most economic use. The report envisages capital expenditures totalling 
Rs. 1,500 millions. 


Denmark 

The Danish National Bank lowered its discount rate from 5 to 43 per cent. 
on September 22. 

The Danish authorities have agreed to release Kr. 75 millions of Denmark's 
local currency subscription to the capital of the International Bank for loans by 
the Bank to countries that would otherwise have difficulty in financing imports 
of Danish goods. 

National income in 1952 amounted to Kr. 25,400 millions, compared with 
Kr. 24,100 millions in 1951. The increase in the real national income over the 
vear was Kr. 250 millions. 


East Africa 
The East Africa High Commissioners have made a loan issue of £5,709,000. 
£250,000 of the loan was reserved for subscription in East Africa, and £959,000 
taken up for Colonial Government funds. The remaining £4,500,000 was offered for 
public subscription in the United Kingdom and was stated to have been heavily 
over-subscribed. The new stock took the form of a 4 per cent. issue dated 1968-71, 
and was issued at {95 per cent. 
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Egypt 
All currency restrictions on exports, including the obligation to secure part 
payment in specified currencies such as sterling or dollars for certain types of 
goods, have now been lifted. It is now possible to accept payment in the currency 
of the importing country, provided that it is one of those approved by the General 
Exchange Control. 


Eire 
The Government is to establish a national development fund of £5 millions 


per annum to be continued for a period of four vears. Special emphasis is to be 
placed on the development of agriculture. 


France 


The Bank of France reduced its discount rate from 4 to 33 per cent. on Septem- 
ber 17; the rate for 30-day advances on public bills is to be maintained at 34 per 
cent. This step was taken at the instigation of the Finance Ministry, which looks 
to a cheap money policy to lift the economy from its present stagnation. The 
cost of long-term finance before the change was upwards of 63 per cent. 

The Government has launched a new price-cutting campaign; a number of 
essential foodstuffs have been exempted from turnover taxes. In response to the 
insistent demands of the labour movement, the salaries of the lowest-paid State 
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employees were raised last month. The Government is also taking steps to check 
widespread tax evasion and non-declaration of foreign assets. 

Arrangements have been made with a London banking group for a sterling 
credit to finance French purchases of wool during the 1953-54 season. The credit 
is for £125 millions, but can be temporarily increased by a further £2} millions 
during the peak of the wool buying season. : 


Germany 
The West German authorities have announced facilities for the transfer in 
part of current earnings accruing from foreign capital invested in Germany before 
July 15, 1931. It has been estimated that a sum total of DM. 5,700 millions of 
foreiga capital will benefit from the new regulations. 
West Germany has been granted a credit of DM. 250 millions by Switzerland 
for the finance of railway electrification and new steel plants. 


India 

Transfers of capital from India to the sterling area totalled Rs. 1,253 millions 
during the period from July, 1947, to December, 1952, and transfers to non- 
sterling countries Ks. 131 millions. Capital remittances received from abroad 
totalled Rs. 83 millions, of which nearly all came from sterling area sources. The 
heavy net payments to the sterling area consisted mainly of transfers of bank 
balances and other savings and repatriation of assets by sterling area nationals on 
retirement from India, transfers on account of emigrants and the sale or liquidation 
of business institutions. 


Israel 


Gold prices are to be calculated on the basis of an exchange rate of {11.8 to 
the U.S. dollar, instead of at parity as hitherto. Strict application of the exchange 
control is intended to prevent this change from undermining the still existent 
multiple exchange rate structure. 

As a result of arrangements made with the German and British authorities, a 
substantial part of the German reparation payment during the next twelve months 
will be available for Israeli purchases of sterling area raw materials. 


Japan 

Japan is expected to receive a loan of £5 millions in sterling from the Inter- 
national Monetary Fund to help her meet commitments arising from the dollar- 
sterling ‘“‘ swaps ’”’ arranged earlier in the year to meet its sterling shortage. 

The new import entitlement system permits exporters to retain IO per cent. 
of the value of all their exports. Sterling as well as dollars thus retained is to be 
available for authorized imports from the sterling, dollar or “ open account ”’ 
areas, 


Netherlands 


The Government’s Budget statement for 1954 provides for the abolition of 
dividend limitation and for tax reductions totalling Fls. 517 millions. This will 
bring the Budget deficit to approximately Fls. g95 millions. The Finance Minister 
was confident that the strong state of the Dutch economy justified this substantial 
addition to the public’s purchasing power. The improved dollar position has 
permitted the Government to relax more restrictions on dollar imports; raw 
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materials and semi-finished manufactures are the principal goods to benefit from 
these relaxations. 

It has been reported that the Government has agreed to a request by the 
International Monetary Fund for the termination of the dollar export bonus 


scheme. 
New Zealand 


The Budget statement for 1953-54 provides for tax concessions to a total value 
of £6.5 millions. Total revenue is estimated at {177.5 millions and expenditure at 
£177.2 millions, leaving a prospective surplus of {0.3 million. In the course of his 
Budget statement, Mr. Sidney Holland, Prime Minister and Finance Minister, 
announced that the Government was to raise another internal development loan 
of 410 millions. He also said that the Dominion proposed to enter the London 
capital market before the end of 1953 for a £10 millions sterling loan for the 
Murupara paper-making scheme. 

The Government has announced that import licences for cars in 1954 will be 
at a slightly higher rate than in 1953. 

The Reserve Bank has stated that it is prepared to allocate sterling exchange 
to wool traders to enable them to operate on the London terminal market. 


Pakistan 
The Finance Minister has declared that the measures for stabilization taken by 
the Government had succeeded in surmounting the economic crisis that had 
threatened the country earlier in the vear. 
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t 
be freely granted. The price support scheme will not be put into operation during 
the current season. 

The balance of payments deficit in the year to June 30, 1953, amounted to 
Rs. 414 millions, against Rs. 463 millions in the previous year. Receipts during 
1952-53 were down from Rs. 2,406 millions to Rs. 1,522 millions, but payments 
were also reduced sharply from Rs. 2,879 millions to Rs. 1,927 millions. It is 
stated, however, that the whole of the year’s deficit was incurred in the first six 
months and that during the second half of the period there was a small favourable 
balance. 


Export price controls on jute have been abolished and export licences are t> 


Persia 


The new Government headed by General Zahedi has been granted $45 millions 
of emergency aid by the United States. The American authorities have been 
assured that the money will be used to alleviate the existing financial and economic 
crisis in Persia and to expedite plans designed to improve the living standards 
of the Persian people. They have also been told that the new Government will 
start ‘‘ making maximum use of national resources ”’. 

The Government has ruled that the special concessions granted to Italian 
and Japanese companies purchasing Persian oil will not be renewed when they 
expire at the end of October. 


Rhodesia 


Figures prepared by the Central African Statistical Office show that some 
{107 millions of private capital has been invested in Southern Rhodesia since the 
end of the war; more than £47 millions has come in within the past two years. In 
addition to private capital imports, the Southern Rhodesian Government and 
Rhodesian Railways have borrowed net £53 millions from abroad over the full 
post-war period. The increased inflow of capital in the past two years is stated 
to have been responsible for the rise in imports of capital goods from {11 millions 
In 1946 to £58 millions in 1952. 


South Africa 


The Minister for Economic Affairs, Mr. Louw, has stated that South Africa 
could not maintain the unusually high standard of living maintained by a large 
section of the European population without a considerable increase in productivity 
in all sectors of the Union’s economy. The world capital shortage was forcing 
South Africa to make more use of its own capital resources; this necessarily 
involved more saving and less spending. The balance of payments for the first 
half of 1953 shows a deficit of some £40 millions. 

South Africa will be granted a credit of $60 millions from the World Bank; half 
will go to the Electricity Supply Commission and half to pay for railway equipment 
to be imported in the next two years. The advance is for 10 years at an interest 
rate of 4? per cent., including the bank’s usual commission charge. Amortization 
will begin in 1955. 


Turkey 


New import controls are to come into operation on November 1. They will 
restrict the list of liberalized imports to machinery, industrial raw materials and 
spare parts. Other goods may be imported only in so far as they can be shown 
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to be essential for economic development. Priority ratings will be allocated to 
such imports and duties ranging from 25 to 75 per cent. imposed on them. 
The Government has also introduced new export regulations providing for sub- 
sidies on goods which are currently difficult to sell abroad. The cost of these 
subsidies will be recovered from the new duties on imports. These measures 
are intended to check the adverse balance of payments. 

The Minister of Finance has stated that an Amortization and Credit Fund has 
been established to provide a sinking fund for the reduction of the national debt 
and to assist the unification and consolidation of the Government’s existing 
liabilities. The fund is also to be used for assisting the finance of long-term tran- 
sactions by State organizations. 

An American mission to Turkey, headed by President Eisenhower's personal 
friend and adviser, Mr. Clarence Randall, has examined the causes of the meagre 
flow of foreign capital into Turkey. Unsatisfactory conditions for the transfer of 
profits and repatriation of capital and technical difficulties of taxation, customs 
and stamps were blamed by the mission for the lack of funds; the Turkish Govern- 
ment has stated that it is to consider the intoduction of the relevant reforms. 





A Banker’s Bookshelf 


IXTEEN months ago, in the issue for June, 1952, THE BANKER attempted 
S: wide-ranging review of the new books that it had received in the pre- 

ceding twelve months and that it believed would be of most interest to 
its readers. Since then the flow of books out of the publishing houses has 
continued unabated, and another and similar selection from the bookshelf 
seems to be called for. The selection, classified under five main headings, is 
shown at the end of this article. 

The output of economic literature in the past year prompts three general 
comments. First, there has been a welcome trend towards relating academic 
works to current economic problems; the ivory towers have been emptying 
and the analytical fields around Great George Street and the City of London 
filling up. Secondly, however, there have been no “ publishing events ”’ in 
the economic field in 1952-53 of the order, for example, of the publication 
of Keynes’s “‘ General Theory ”’ in the 1930s. Indeed, the accolades for the 
most important works of original research published in the past year must 
probably go to three historical analyses—Professor Alex. Cairncross’s Home 
and Foreign Investment 1870-1913, Professor Victor Morgan’s Studies in British 
Financial Policy, 1914-25 and the massive volume on The Growth and Fluctua- 
tion of the British Economy, 1720-1850 by Messrs. Gayer, Rostow and Schwartz. 
The most important similar works of research on current problems, Mr. A. R. 
Conan’s lucid little book The Sterling Area and the E.C.A.’s less lucid but more 
detailed volume on the same subject, have already been discussed in THE 
BANKER (in November, 1952). 

The third general feature about the output of economic literature in the 
past year has been the vast number of new descriptive textbooks on relatively 
specialized aspects of financial and economic practice. Among those of 
especial interest to bankers Banking in the British Commonwealth, edited by 
Professor R. S. Sayers, has already been reviewed in these coluinns (January, 
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1953). Attention should also be drawn to Professor Sayers’s brief but stimu- 
lating contribution to the spring lectures of the Institute of Bankers on 
British Banking To-day, which also includes thumbnail sketches of the com- 
mercial banking system and the foreign exchange market by Mr. J. E. 
Wadsworth and Mr. H. E. Evitt. A more recent publication, Professor 
F. W. Paish’s Business Finance, sets down more facts in less than 150 pages 
than other authors on this subject have set down in 1,500. 

Among more academic publications two collections of essays by the past 
and present Professors of Political Economy at the University of Cambridge 
are something of an event. Professor Pigou’s Essays in Economics have for 
the most part been published before; readers who have been rather overawed 
in the past by some of Professor Pigou’s weightier works should not allow 
this to scare them away from this very readable collection. All of Professor 
Sir Dennis Robertson’s delightful and penetrating collection of papers, Utility 
and All That, have been published before—but several of them in somewhat 
inaccessible places; the more accessible Sir Dennis’s all too rare writings 
become, the better for connoisseurs both of economics and of the English 
language. Another collection—though of a rather different type—is Economic 
Essays by Mr. R. F. Harrod; apart from the essays on population and equal 
pay, these learned dissertations on aspects of the theory of competition and 
of employment will interest chiefly the professional economist. A trans- 
atlantic collection that makes a valuable contribution to the cross-fertilization 
of the strain of theoretical economics with such controversial problems as the 
dollar gap is Professor John Williams’s Economic Stability in a Changing World. 

Professor Williams’s excursions into the field of current international 
economic problems can usefully be supplemented by a reading of the two 
lectures, written from diametrically opposing viewpoints, by Dr. Per Jacobsson 
and Professor R. F. Kahn in the series delivered to the International Institute 
of Bankers Summer School in 1952; this series, which also includes some 
dissertations of considerable practical value to banking students, has been 
published under the title of Banking and Foreign Trade. Dr. F. V. Meyer’s 
book on Great Britain, the Sterling Area and Europe also deserves mention 
here, although it suffers somewhat by comparison with Mr. Conan’s book 
on the same subject. Professor Tew’s International Monetary Co-operation, 
1945-52, is much more frankly a textbook than any of these, but it contains 
passages of discussion and explanation that deserve a far more sophisticated 
audience than such a description might seem to imply. 

A study in a different field of considerable topical importance is Lady 
Rhys-Williams’s Taxation and Incentive. This book includes the latest revised 
version of her suggestions for rationalizing the British system of income 
taxation and national insurance—together with ambitious proposals for a 
compulsory levy for directing savings towards risk investment, and for the 
tepayment of the “net profits ’’ of the scheme in the form of an old age 
pension that would have some hopes of retaining its real value in the face of 
rising prices. Complementary to Lady Rhys-Williams’s book—but looking 
backwards, rather than forwards—is Dr. F. Shehab’s illuminating historical 
study of Progressive Taxation in the British income tax system. 

- Most of the works discussed so far seek—to a greater or smaller extent— 
to apply analytical tools to some important current economic problems. For 
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those who prefer their analysis second-hand, as a by-product so to speak of 
detailed descriptive material, the volume of the official History of the Second 
World War entitled Crvzl Industry and Trade deals with those matters that 
came under the Board of Trade’s jurisdiction; it is a mine of information on 
the problems and pitfalls of war-time planning, and a very valuable work for 
all who can read between the lines. Much the same is true of the statistical 
summary of the standard of living of Professtonal People by Messrs. Roy Lewis 
and Angus Maude. Mr. Graham Hutton’s description of contrasts in Anglo- 
American productivity, We, Too, Can Prosper, falls into the same class— 
although largely by mistake; since it has been produced under the aegis of 
the Anglo-American Productivity Council and has had to run the gauntlet 
of a committee, it is less of an analytical study than the author would 
probably have wished. 

American publications in the field of statistical and descriptive studies 
include the third in a series covering the details of United States’ programmes 
of grants and loans and related commercial policy, entitled Survey of United 
States International Finance, 1951, which should prove a handy work of 
reference in many countries. Of chiefly American interest are the Report on 
Cuba compiled by the mission organised by the International Bank and the 
Government of Cuba, A Studv of Money Flows in the United States by Morris A. 
Copeland, Solomon Fabricant’s The Trend of Government Activity in the United 
States since 1900, and Productivity and Economic Progress by Frederick C. 
Mills. Attention should also be drawn here to two excellent papers by 
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Simon Kuznets and Raymond Goldsmith in the series of studies published 
by the International Association for Research in Income and Wealth; these 
deal respectively with the changes in the national income of the United States 
since 1870 and with the growth of the reproducible wealth of the United 
States won 1805 to 1950. Volume I5 in the series of Studies in Income and 
Wealth published by the National Bureau of Economic Research of the United 
States contains a collection of papers on various aspects of the size-distribution 
of incomes in the United States, while another valuable American series of 
papers is that presented at a recent conference on Research in Business 
Finance; these lectures deal mainly with the use of corporate statistics for 
purposes of research into business enterprise and investment. 

In the field of banking practice, two further pamphlets—on Securities for 
Advances and Securities and Miscellaneous Services—in the extremely useful 
series on Scottish banking practice have been published by the Institute of 
Bankers in Scotland. The Gilbart Lectures on Banking, this year given by 
Lord Chorley and devoted to the law relating to the collection of cheques by 
bankers for their customers, have also been published in pamphlet form, 
while among other legal books of interest to bankers, Leading Cases in the 

aw of Banking by Lord Chorley and Mr. P. E. Smart fills the need for an 
elementary case book on this subject. Two books that should prove useful 
in helping bankers to see their way through the complexities of present 
taxation law are Excess Profits Levy Law and Practice by Mr. W. Miller and 
Mr. James S. Heaton’s Profits Tax Manual. New editions have appeared of 
Williams on Wills and Gore-Browne’s Handbook on Joint Stock Companies 
(among comprehensive works of reference) and of Dr. R. W. Holland’s Guide 
to Company Law and Mr. H. E. Evitt’s Exchange and Trade Control in Theory 
and Practice (among books intended to explain and simplify their subjects). 





The following major publications have been received during the period 
under review in this article:— 


Academic Works 

Economic Aspects of Sovereignty (Second Edition). By R. G. Hawtrey. (Longmans, Green, 
price 24S.) 

Conditions of Full Employment. By Karl Gruber. (William Hodge, price 12s. 6d.) 

The Pound Sterling. By Roy F. Harrod. (International Finance Section, Department of 
Economics, Princeton University, New Jersey.) 

Studies in British Financial Policy, 1914-25. By E. V. Morgan. (Macmillan.) 

Central Banking in Undeveloped Money Markets. By S. N. Sen. (Bookland Ltd., Calcutta, 
price Rs. 10.) 

Utihty and All That and other Essays. By D. H. Robertson. (Allen & Unwin, price 18s.) 

Economic Stability in a Changing World. By John H. Williams. (Oxford University Press, 
price 30s.) 

Economic Essays. By R. F. Harrod. (Macmillan, price 18s.) 

Essays in Economics. By A.C. Pigou. (Macmillan, price 15s.) 

Capital and Employment (Second Edition). By R. G. Hawtrey. (Longmans, Green, 
price 40s.) 

The Political Economy of Monopoly. By Fritz Machlup. (Johns Hopkins Press, price 45s.) 

The Economics of Sellers’ Competition. By Fritz Machlup. (Johns Hopkins Press, price 52s.) 


Practical and Statistical Studies of Current Problems 

Banking in the British Commonwealth. Edited by R. S. Sayers. (Oxford University Press, 
price 35s.) 

British Banking Today. By R. S. Sayers, J. E. Wadsworth and H. E. Evitt. (Institute of 
Bankers, price 2s.) 

Report on Cuba. (Johns Hopkins Press, U.S.A., price $7.50.) 

Conference on Research in Business Finance. (National Bureau of Economic Research, New 
York, price $5.00.) 
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Professional People. By Roy Lewis and Angus Maude. (Phoenix House, price 18s.) 

Civil Industry and Tvade. (History of the Second World War series.) By E. L. Hargreaves 
and M. M. Gowing. (H.M. Stationery Office, price’ 37s. 6d.) 

The Economic Development of Ivaq. (Geoffrey Cumberlege, price 40s.) 

The Tawnation of Corporate Income in Canada. By ]. Richards Petrie. (Toronto University 
Press (London: Geoffrey Cumberlege), price 55s.) 

Great Britain, The Sterling Area and Europe. By F. V. Meyer. (Bowes and Bowes, price 21s.) 

Survey of United States International Finance, 1951. (Princeton University Press (London: 
Geoffrey Cumberlege), price $2.25.) 

International Monetary Co-operation, 1945-52. By Brian Tew. (Hutchinson's, price 8s. 6d.) 

Income and Wealth of the United States. Two papers by Simon Kuznets and Raymond 
Goldsmith. (Bowes and Bowes, price 35s.) 

Taxation and Incentive. By Lady Rhys-Williams. (William Hodge, price 15s.) 

Productivity and Economic Progress. By Frederick C. Mills. (National Bureau of Economic 
Research Inc., New York.) 

A Study of Money Flows in the United States. By Morris A. Copeland. (National Bureau 
of Economic Research Inc., New York.) 
Studies in Income and Wealth. Vol. 15. (National Bureau of Economic Research Inc., New 
York, price $3.50.) 
Banking and Foreign Trade. 
Summer School, Oxford, in July, 1952. 
Europa Publications Ltd., price 15s.) 

The Trend of Government Activity in the United States since 1900. By Solomon Fabricant, 
assisted by Robert E. Lipsey. (National Bureau of Economic Research Inc., New York, 
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A series of lectures delivered at the Fifth International Banking 
(Published for the Institute of Bankers by 


ere 


price $4.00.) 

Shares of Upper Income Groups in Income and Savings. By Simon Kuznets, assisted by 
Elizabeth Jenks. (National Bureau of Economic Research Inc., New York, price $9.00.) 

World Production of Raw Materials (Information Papers No. 18). (Royal Institute of Inter- [| 
national Affairs, price 7s. 6d.) 

Securities fov Advances. (Institute of Bankers of Scotland.) 

Securities and Miscellaneous Services. By William D. Gall. (Institute of Bankers in Scotland, 
price 2s. 6d.) 

Business Finance. By F. W. Paish. (Pitman.) 

We, Too, Can Prosper. By Graham Hutton. (George Allen & Unwin, price 12s.) 

Banking and Foreign Trade. By Per Jacobsson and R. F. Kahn. (Published for Institute 
of Bankers, price 15s.) 


United Nations Publications. (H.M. Stationery Office.) 
Economic Survey of Europe in 1951. Price its. 
Government Accounting and Budget Execution. Price 5s. 
Instability of Eaport Markets of Under-Developed Countries. Price 7s. 6d. 
The European Steel Industry and the Wide-Strip Mill. Price 30s. 








Historical 

The Growth and Fluctuation of the British Economy, 1790-1850. Vols. land Ii. By Arthur D. 
Gayer, W. W. Rostow, Anna Jacobson Schwartz, with the assistance of Isaiah Frank. 
(Oxford University Press, price 84s. two volumes.) 

Progressive Taxation. By F. Shehab. (Oxford University Press, price 27s. 6d.) 

A History of the Theories of Production and Distribution from 1776 to 1848. By Edwin Cannan. 
(Staples Press, price 21s.) 

Home and Foreign Investment, 1870-1913. By A. K. Cairncross. 
Press, price 30s.) 

Bank of England Note. By A. D. Mackenzie. (Cambridge University Press, price 15s.) 


(Cambridge University 


Law and Practice 

The Company Director. By Alfred Read. (Jordan & Sons, price 30s.) 

Bills of Exchange (Twelftt Edition). By Chalmers. (Stevens & Sons, price 50s.) 

The Law Relating to the Collection of Cheques by Bankers for their Customers. Gilbart Lectures 
on Banking, 1953. By Lord Chorley. (Institute of Bankers, price 2s.) 

Powers and Duties of a Liquidator in a Voluntary Winding Up. By Brian A. W. Holt. 
(Jordan & Sons, price 12s. 6d.) 

Committee Decisions with Complementary Valuation. 
(William Hodge, price Ios. 6d.) 

Gilbart Lectures on Banking, 1952. 

A Comprehensive Index to the Income Tax Act, 1952. 
Stationery Society, price 15s.) 

Profits Tax Manual. By James S. Heaton. (Jordan & Sons, price 20s.) 

Questions on Banking Practice (Ninth Edition). (The Institute of Bankers, price 12s. 6d. t0 
members of the Institute, or 21s. to non-members.) 

Exchange and Trade Control (Third Edition). By H. E. Evitt. (Pitmans, price 20s.) 


By Duncan Black and R. A. Newing. 


By Maurice Megrah. (The Institute of Bankers.) — 
By A. C. Monahan. (Solicitors Law 
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7 Handbook on the Formation, Management and Winding-up of Joint Stock Companies (Forty-first 
' Edition). By Sir Francis Gore-Browne. (Jordan & Sons, price 63s.) 
' Miller’s Excess Profits Levy Law and Practice. By William Miller. (Eyre & Spottiswoode, 


. 4 price 22s.) 
| ruide to Company Law (Fifth Edition). By Robert Wolstenholms Holland. (Pitmans, 
, | price 10S.) 
Williams on Wills. Vols. 1 and 2. (Butterworths, price £7 7s. set.) 
Teach Yourself Banking. By J. B. Parker. (English Universities Press, price 6s.) 
Leading Cases in the Law of Banking. By Lord Chorley and P. E. Smart. (Pitmans, price 30s.) 
Skinner's Property Shave Annual, 1952-53 (Third Edition). (Thos. Skinner & Co. Ltd., 
price 30s.) | 
Law of Wills. By S. J. Bailey, M.A., LL.M. (Pitmans, price 4os.) 
Other Books 
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Part-time Teaching. By ¥. W. Kellaway. (G. Bell & Sons Ltd., price 7s. 6d.) 
uf History on London Walls. By E. M. Day. (Workman & Co., price Ss.) 
Royal London. Produced by Barclays Bank Ltd. 
w ff Teach ¥ ‘ourself Money. By J. L. Hanson (English Universities Press, price 6s.) 
| Electricity Tariff Handbook. (Iliffe & Sons Ltd., price 30s.) 
1g Letters from a Bank Parlour. By W.S. Hill-Reid. (The Falcon Press, price gs. 6d.) 
dy Mathematics of Investment (Third Edition). By Wiliam L. Hart. (George G. Harrap & Co. 
Ltd., price 20s.) 
it, The Ruhy. By Norman J. G. Pounds. (Faber and Faber, price 25s.) 
k, Bibliography on Income and Wealth, Vol. II 1948-49. Edited by Phyllis Deane. (Bowes and 
Bowes, price 37s. 6d.) 
by Press Guide to British Chemicals and theiy Manufacturers. (Association of British Chemical 
Oo.) | Manufacturers. ) 
er- fi Facts, Files and Action, Part If. By J. Edwin Holmstrom, Ph.D. (Chapman & Hall.) 
- Appointments and Retirements 
Barclays Bank—Head Office: Mr. J. B. Hulbert, from 451 Oxford St., to be an inspector, 
ute Hornsey: Mr. &. R. Millard, from Stoke Newington, to be manager. Stoke Newington: Mr. J. 
Russell, from Hornsey, to be manager. Amblecote: Mr. R. C. Jones to be manager. Paildon: 





Mr. H. G. Hale y to be manager. Eve: Mr. C. Thomas to be manager. Gly Heath: Mr. B. Sims, 
from Pontardawe, to be manager. 
Lloyds Bank—iJ/ead Office: mes 4. Bs Wright, an inspector, to be a controller. Mr. R. P. Stagg 


55a 
from Birmingham, and Mr. H. M. Tavlor, from Perivale, to be inspectors. Barry Docks: Mr. 
R. F. Evans, from Newport, to be manager. ourton-on-the-Water: Mr. H. L. V. Michael to 
be manager on re til rement of Mr. P. G. IF. Palmer. Brigg: Mr. J. Wrightson, from Grimsby, to 
be manager. #ivmingham, Devitend: Mr. T. F. Edwards, from Wolverhampton, to be manager. 
r D. Havant: Mr. A. Ke Gammon, from Shanklin, to be manager on retirement of Mr. C. L. Waters. 
unk. Maesteg: Mr. H. ]. Roberts, from Pengam, to be manager. Perivale: Mr. N. J. Beesley, from 


~ 


Coventry, to be manager. Sristol, Portishead: Mr. R. M. Cole, D.S.C., to be manager. Port 
Talbot: Mr. L. V. Evans, from Maesteg, to be manager on retirement of Mr. E. Marr. Sacriston: 
This branch is now under the supervision of the Durham manager on retirement of Mr. E. D. 
Clough. Shanklin: Mr. L. D. Coe, from Broadstairs, to be manager. Sleaford: Mr. A. H. 
Thompson, from Brigg, to be manager on retirement of Mr. S. Marjason. Southend-on-Sea: Mr. H. 
V. Collard te be manager on retirement of Mr. L. P. Rees. Swadlincote: Mr. A. D. Briggs, from 
Lichfield. to be manager in succession to the late Mr. L. G. Beeton. Torquay: Mr. A. E. 
Simmonds, from Teignmouth, to be manager on retirement of Mr. S. H. Coath. West Wickham: 
Mr. F. W. F. Stiff, from Beckenham, to be manager when this sub-branch is raised to full 
branch status. 
tures Midland Bank—Head Office: Mr. W. R. Langdale, from Worcester, to be a general manager’s 
assistant. Mr. F. Wain, from Birmingham, to be a superintendent of branches. Bellingham: 
Holt. Mr. T. E. Evans to be manager on retirement of Mr. E. Skinner. Rotherhithe: Mr. R. L. Pallett, 
from Shoreditch, to be mz inager on retirement of Mr. F. Hancock. Shoreditch: Mr. C. R. E. Bowak, 
wing. from Bedford Row, to be manager in succession to Mr. R. L. Pallett. Brecon: Mr. E. H. Thomas 
to be manager in succession to the late Mr. J. E. Garbett. Chesham: Mr. N. M. Ingham, from 
Chelmsford, to be manager on retirement of Mr. C. C. Watts. Darwen: Mr. V. Dawes, from 
Law Colne, to be manager on retirement of Mr. A. Adam. 
National Provincial Bank—Head Office: Mr. R. V. Abbott, from Fenchurch St., to be an 
assistant general manager. Mr. N. N. Ellis to be a joint chief controller. Mr. S. C. Kidd, from 
5d. to Grimsby Docks, to be deputy chief —— East Sheen: Mr. W. Dawson, from Putney, to 
be manager. Fenchurch St.: Mr. W. Clarke, from Lombard St., to be manager. Hendon: 
Mr. C. H. Robinson, from Ov erseas cakciee to be manager. Lincoln's Inn: Mr. E. L. Cracknell, 
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from Hendon, to be manager on retirement of Mr. E. A. McLellan. West Hendon: Mr. R. L. 
Owen to be manager. This branch has been raised to full branch status. barnstaple: Mr. A. 
Studden, from Okehampton, to be manager on retirement of Mr. O. G. Platt. Bedale: Mr. W.N. 
Newbiggin to be manager. This branch has been raised to full branch status. Brighton: Mr 
P. H. F. Edgerton, from Dover, to be manager on retirement of Mr. E. C. Mogridge. Buritham- 
Mr. G. S. Kearns, from Ilfracombe, to be manager. Burnley: Mr. A. E. Neale, from 
Long Eaton, to be manager. Cirencester: Mr. B. T. Norman, from Wimborne, to be manager 
in succession to the late Mr. F. H. Rust. Dawlish: Mr. H. W. Jeavons to be manager. This 
branch has been raised to full branch status. Devonport: Mr. C. E. Way, trom Burnham-on-Sea, 
to be manager on retirement of Mr. H. L. Harding. Dover: Mr. J. W. Gammon, from Lyndhurst, 
to be manager. /asthourne: Mr. L. Williams, from Bexhill-on-Sea, to be manager on retirement 
of Mr. J. T. B. Wadman. Grimsby Docks: Mr. E. E. Wildsmith, trom Newcastle-under-Lyme, 
to be manager. Leeds, Boay Lane: Mr. J. G. Tinsley, an inspector of branches, to be manager. 
Llandudno: Mr. S. O. Davies, from Penmaenmawr, to be manager on retirement of Mr. O. E, 
Lloyd-Jones. Lyndhurst: Mr. N. J. Keeble, from Lee-on-the-Solent, to be manager. This 
branch has been raised to full branch status. Newcastle-underv-Lyme: Mr. J. P. Furmston, from 
Leeds, to be manager. Okehampton: Mr. J. B. Fogaty, from Torrington, to be manager. Stroud: 
Mr. D. F. B. Adams, from Nottingham, to be manager on retirement of Mr. A. R. Hall. Torquay, 
Castle Civcus: Mr. E. T. Halliwell, from Burnley, to be manager on retirement of Mr. C. R. 
Dampier. 
Westminster Bank—Head Ojfice: Mr. G. F. Goode, from Moorgate, to be an inspector of 
branches. Aldershot: Mr. H. K. Knight, from Wantage, to be manager on retirement of Mr. 
R. F. H. Gibbs. Bexleyheath: Mr. J. H. Reeves, from Fleet St., to be manager on retirement 
of Mr. S. W. Hill. Chiswick: Mr. E. R. Faux, an inspector of branches, to be manager. Euston 
Rd.: Mr. A. H. Moore, from Kilburn, to be manager. Hawkhurst: Mr. G. T. Bugden, from 
Ashford, to be manager on retirement of Mr. C. S. Cole. Aing’s Lynn: Mr. E. W. Hankinson, 
from Peterborough, to be manager of this new branch. Oxford St.: Mr. C. L. Gorringe, from 

to be manager on retirement of Mr. A. S. Nievergelt. Penrith: Mr. J. P. Watson, 
Kevan. Totterdown and NKuowle: Mr. 


on-Sea: 


Euston Rd., 
from St. Helens, to be manager on retirement of Mr. H. 
W. Garfield, from Bedminster, to be manager on retirement of Mr. H. C. Stuckey. 


Mr. E. A. K. Knight, from Chichester, to be manager. 





THE BANK OF TOKYO 


LIMITED 


(Incorporated in Japan) 


Head Office: TOKYO, JAPAN 
President: K. HAMAGUCHI 











Paid up Capital: Yen 1,100,000,000 





Branches serving all important centres in Japan 


London Branch: 


7 BIRCHIN LANE, E.C.3 


New York: 100, Broadway. Calcutta: 5, Clive Row. 
Karachi: Qamar House, Bunder Road. 
(Bombay, Hong Kong to be opened shortly) 


London Manager: KOICHIRO YAMAZAKI 
Telephone: MANSION HOUSE 826! Cables: TOHBANK, LONDON 


Wantage: 
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} Trend of “ Risk” Assets 
1 (Figures in italics show percentages of gross deposits) 
ro Actual Change in: Advances plus Investments 
a (£mn.) ({mn.) Ratio 
LY 
» Oct., Nov., Dec.-July, <Aug., Oct., June, July, Aug., 
_ I95t 1951 1951-53 1953 195% 1953 1953 1953 
a Barclays: 
c. } Advances oe +. 368.5 371.0 = 99.4 “5-9 
. % ee ae ; 1.2 62.7 ¢ 
way Investments .. 0° 314.5 425.7 +t 35-2 — 54.2 03.2 02.7 61.9 
m o%, 25.0 33.6 J 
an Lloyds: 
‘ | Advances - ii 345.2 351.1 — 35.2 - 6.1 
! yA = — 30.2 30.7 » > > > 
ne Investments .. os 2979.6 47%.3 20.2 + 4.2 S68 8.8 O2.9 68-9 
ol % + en 24.4 2.5 J 
Ir. — Midland: | 
mn Advances or -- 393-3 397-1 — 51.7. —13.6) 
on , és - 29.6 30.1 7 aa. 
- Investments .. -. 329.4 433.8 + 19.7 — 54-4 9-3 359 - 
mn, of = 24.9 32.8 J 
= National Provincial : 
- Advances és .. 290.3 298.1 -— 47.7. —12.3 
tr. of al sh 35-4 37.2 55-9 63.0 63.6 61.1 
5: Investments .. ¥a 165.9 230.9 + 19.6 — 6.9 JJ - - 
of - “9 20.2 28.8 J 
_ Westminster: 
_ Advances ass .. 248.6 249.5 — 28.0 6.0 ) 
0/ , 
4 . i 31.2 31.6 a Siete ih 
1 Investments .. i 209.4 263.6 - 7.3 —— + 57-4 39-7 39.0 38-5 
% 26.3 33-4 J 
District: 
Advances . ina 60.1 62.6 - 6.4 + 0.9 
i‘ ee ee 25.6 26.6 <6 I 63 > 62 I 62 4 
Investments .. i 71.5 91.6 2.2 — J patti oo 
% 30.5 38.9 J 
Martins: 
Advances i ba 89.0 QI .4 —- 12.1 — 0.3) 
of re ws 29.1 29.3 L " . , 2 
Investments .. = 78.2 102.8 + 17.1 I.o { 54.0 61.7 62.0 04.3 
% . és 25-5 33.0 J 
Eleven Clearing Banks: 
Advances ‘a .. 1,897.0 1,925.2 —195.2 -—53-5) . 
, 4 9 30.6 oF.2 . . 
Investments .. .. 1,555-2 2,032.7. +107.5 - wie 55-7 93-5 61.9 O1.2 
° 25.1 32.9 J 
Trend of Bank Liquidity 
1951 1952 1953 
. Oct.t Nov. Dec. June July Aug. Sept. Oct.f{ Dec. June July Aug. 
Liquid Assets:* % % % % % % % % % % % % 
Barclays .. 40.0 32.8 33.8 35.0 35.9 37-2 37-3 34-0 35.8 33-3 34-6 35.8 
Lloyds -. 40.0 32.8 32.8 33.9 35-4 37-6 38.9 33.1 33-8 33-6 34-2 35-4 
Midland -» 40.2 32.8 34.1 34-4 34-9 36.4 36.4 35.0 36.8 37.5 38.0 39.0 
National Prov. 39.4 30.6 33-7 34-0 35.6 38.7 39-7 34-9 38-7 33-5 33-7 37-4 
Westminster 36.7 30.4 30.8 34.4 35.8 36.7 37-7 34-2 36.5 36.9 37-7 39-3 
si -- 38.0 30.5 30.4 35.6 38.0 38.9 38.9 36.6 39.3 34-4 35-4 35-9 
Martins ++ 39-8 33-2 34-5 40.8 41.4 41.6 41.6 36.6 38.2 35-4 35-3 33-6 
All Clearing 
Banks .. 39.0 32.0 33.2 34.7 35.9 37.4 38.0 34.4 36.0 34.6 35.5 36.8 
oem * Cash, call money and bills. ¢ Eve of ‘‘ new” monetary policy. ft After second Funding. 














256 THE BANKER 





— on 





Banking Trends over Thirty Years* 
‘“* Risk ’’ Assets 








Liquid Assets 





Net Invest- Combined 

Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. {mn. % {mn. {mn. %, 
1921 ‘e 1,759 680 38 — 325 $33 64 
1922 - 1,727 658 37 _— 391 750 64 
1923 - 1,628 581 35 = 350 761 7 
1924 ms 1,618 545 33 — 341 808 69 
1925 - 1,610 539 32 —- 286 856 69 
1926 oa 1,615 532 32 “= 265 892 70 
1927 bie 1,661 553 32 —- 254 928 69 
1928 ei 1,711 584 33 oo 254 948 68 
1929 ‘és 1,745 565 32 —- 257 9gI 69 
1930 ws 1,75! 596 33 — 258 963 68 
1931 a I,715 500 32 — 301 919 69 
1932 ‘ 1,748 611 34 — 348 844 67 
1933 = 1,909 668 34 — 537 759 66 
1934 - 1,834 576 31 -— 560 753 70 
1935 ‘0 1,951 623 31 -- 615 769 69 
1936 af 2,088 692 32 — 614 § 39 6§ 
1936 :s 2,160 713 32 — 643 865 68 
1937 re 2,22 683 30 = 652 954 70 
1938 - 2,218 672 30 —- 637 976 71 
1939 5% 2,181 648 29 — 608 9QI 71 
1940 oe 2,419 785 31 73 666 955 65 
1941 se 2,863 676 23 495 894 858 59 
1942 - 3,159 712 22 642 1,069 797 57 
1943 .. 3,554 72 20 1,002 1,147 747 52 
1944 “e 4,022 788 19 1,387 1,165 750 46 
1945 - 4,551 886 19 1,811 1,156 768 41 
1946 = 4,932 1,280 25 1,492 1,345 888 44 
1947 5,403 1,646 29 1,308 1,474 1,107 46 
1945 5,713 1,703 29 1,284 1,479 1,320 47 
1949 5,772 I,920 32 983 1,505 1,440 49 
1950 a 5,311 2,345 39 430 1,505 1,603 52 
1951 5,931 2,308 38 247 1,624 1,822 56 
1952 5,850 2,097 34 — 1,983 1,838 62 
1951: 

Oct. Tf - 5,981 2,423 39.1 177 1,555 1,897 55-7 

Nov. 5,973 1,981 32.0 108 2,033 1,925 64.0 
1952: 

May es 5,097 1,944 32.9 -— 1,932 1,891 64.8 

June ‘a 5,817 2,100 34.7 — 1,917 1,860 62.3 

july - 5,844 2,175 35-9 —- 1,917 1,823 61.7 

August .. 5,508 2,205 a7 ia — 1,915 1,755 60.7 

Wec. ‘< 6,154 2,327 36.0 — 2,148 1,749 60.4 
1953: 

June - 6,023 2,192 34.6 — 2,136 1,763 63.5 

July v 6,014 2,215 35.5 —- 2,140 1,730 61.9 

August... 6,041 2,295 30.8 - 2,140 1,676 61.2 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the ‘‘new’’ monetary 
policy and the first special funding operation. 


Floating Debt 





Sept. 13, Aug. 22, Aug. 29, Sept. 5, Sept. 12 
1952 1953 1953 1953 1953 
Ways and Means Advances: fm. fm. fm. fm. £m. 
Bank of England .. aa — — - aon we 
Public Departments i. 288.7 241.8 229.3 219.2 251-7 
Treasury Bills: 
Tender ba ~ .. 3070.0 3330.0 3350.0 3370.0 3400.0 
Tap os - oh 1479.9 1422.7 1407.6 1414.0 1395-9 
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4835.6 4994-5 4987.0 5003.2 5047-5 
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THE BANKER 








National Savings 
(£ millions) 


Savings 
Certi- Defence Savings 
ficates Bonds Banks 
(net (net) (net) 
—- 4.0 
7.3 


Savings 

Certi- Defence Savings 
ficates Bonds Banks 
(net) (net) (net) 
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Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 


Surplus (+) or Deficit (— ) Financed by : 


Reserves 





With 
Other 
Areas 


With 
Years and E.P.U.* 


Quarters 


1946 
1947 
1948 
1949 
1950 
195I 
1952 
1952: 
I 


II 
iil 
IV 
1953 : 
I 
April 
May 
June 


ma «5 


July ; : 
August .. pay - ae 


Net 


Surplus or 


Deficit 
— goS 
4131 
—1710 
—1532 
os on 805 
— 988 
730 
636 
216 
133 
249 


214 


+ 57 
7 Ze 
+ 18 
+ 140 


+ 53 
_ 6 


American 
Aid 


oI 


36 
19 


at end of 


Special Change 
Period 


Creditst in 
Reserves 


2696 
2079 
1856 
1688 
3300 
2335 
1846 


+ II23 + 220 
+ 3513 — 618 
+ 805 — 223 
+ 168 — 168 
+ 45 +1612 
— 176 — 965 
—- 181 — 489 


635 1700 
15 1685 
—— 1685 

161 1846 

320 2166 

107 2273 

2321 
2367 


_—- 


2367 


— | 2456 
~ r 613 2469 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting 


period). 


+ Comprising $4,909 millions from U.S. and Canadian credits in 1946-50; $420 millions from — 
the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annual 
service charges on the U.S. and Canadian loans paid in December of 1951 and 1952 are 


included as a debit item. 

















